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PUBLIC INVESTMENT IN 
POSTWAR JAPAN 


By Chotaro Takahashi 


Professor, The Institute of Economic Research 


I. Features of Investment Fluctuations 


The postwar economy of Japan may be characterized by two seemingly 
contradictory features, namely, by certain persistent tendencies and by inces- 
sant changes. Of these phenomena there are trends as the result of inertia from 
the prewar days and those which are phenomena resulting from the postwar 
reconstruction process. For example, as to the rate of increase of gross national 
product, the prewar tempo of growth is estimated to have been about 4% an- 
nually and after the war it shows a rate of about 8%. Thus, it might be asked 
whether this is merely a temporary phenomenon accompanying the reconstruction 
process. However, the reconstruction process after the war is not a process of 
returning back to past conditions, but rather a process of regrouping or reshuffling 
the economic conditions. This is particularly true as to the regrouping of capital 
stock, changes in the structure of capital is what has been supporting the features 
of postwar economy. Furthermore, this fact is related to the essence of capital, 
the significance of capital stock lies, quite different from other factors of produc- 
tion, in its heterogeneity. Heterogeneity indicates not simply the differences in 
physical property but rather the specific purposes for which the capital is used, 
that is the functionally differentiated structural pattern. Therefore, regrouping 
combinations of capital stock cannot but have profound effects in the economy. 

As to growth of capital, that is, investment process, economic theories pay 
particular attention to the amount and rate of change in investment. However, 
it is not appropriate to disregard the difference in functions classified by uses. 
One way of classification is to divide domestic investment into construction, 
equipment and inventories, and then have overseas investment. Another way 
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is to classify investment as either autonomous investment or induced investment. 
It is for convenience that the concept of capital with a variety of specific pur- 
poses is treated as if it were homogeneous. 

The classification of domestic investment into construction, equipment and 
inventories, does not reveal satisfactorily the relationship of credit circulations 
between changes of fixed capital, operating capital and liquid capital in individual 
firms which Keynes once tried to show inh is “Treatise on Money” (Book VI, the 
Rate of Investment. and its Change). However, as to investment fluctuations 
a sharp rise or fall in inventories obviously shows failures in investment decisions 
which firms made in anticipation of future demand conditions and in general the 
demand and supply of inventories are not always equal but rather imbalanced. 
As to construction and equipment, the increase in fixed capital may be seen 
as a process of increasing future productivity. However it is not easy to 
change investment decision in fixed capital later, adjustment processes will be 
carried out only through changes in the depreciation rate. Furthermore, con- 
structions of housing and welfare facilities have no direct effect upon pro- 
ductivity and this type of construction has increased in the postwar period, its 
character differs greatly from factory construction. 

Another theoretical classification of investment is between autonomous 
investment and induced investment. Almost all the investment functions con- 
tained in recent theories of economic fluctuations use this two-type classification. 
Autonomous investment is independent from any kind of income type (income 
level, distribution or change) and it is important for its multiplier efiect. On 
the other hand, induced investment is those which will be induced by changes 
in some sort of income type. It is based on the acceleration principle. 
However, this classification, though quite clear in concept by strict dichotomy, 
is not so clear as to the modus operandi and there are even some cases where this 
classification can not be made in practice. Therefore the modus operandi of 
independent investment can be specified only by giving examples. For example. 
Hicks specified autonomous investment as follows. (L.R. Hicks, A Coutribu- 
tion to the Theory of the Trade Cycle, 1950, p. 59) ‘Public investment, invest- 
ment which occurs in direct response to inventions, and much of the ‘long-range’ 
investment (as Mr. Harrod calls it) which is only expected to pay for itself over 
a long period, all of these can be regarded as autonomous investment for our 
purposes.’” The content of public investment is ambiguous as will be seen later. 
And it is also questionable to regard all government investment as autonomous 
investment. Investment which occurs in direct response to invention is called 
as innovation, but there is this kind of investment among government invest- 
ments as well as private investments. Further long-range investment which 
is only expected to pay for itself over a long period not only earns revenue over 
a long period but also its investment period is distributed over a long-range. 
Thus, many public utility works such as roads, transportation, communication 
and electric power come under this category. Public investment includes, in 
addition to public works such as roads and harbors, various government-operated 
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enterprises. However, the range of government-operated enterprises differs ac- 
cording to countries and it is hard to draw line between public enterprises 
and public works. But, viewed from points of function rather than path of 
fluctuation, autonomous investment is defined to consist mainly of innovating 
business equipment, construction, transportation, communication, electric power, 
water supply, and other public works, together with government-operated 
enterprises. Accordingly, when fluctuation paths of public and private investment 
are examined, it shall be borne in mind that the private investment includes what 
can be regarded as autonomous investment. 

Further, Harrod thought that any autonomous investment could be regard- 
ed as induced investment when a growing economy was observed over a long 
period, thus paying attention only to induced investment based on the accelera- 
tion principle. However, this led to his neglecting any new departure as a muta- 
tion and to his failure to recognize the important result which will follow the 
introduction of independent investment. What is borne in mind is, as Hicks 
said, “it is evident that in the real world autonomous investment does not expand 
steadily. It is itself liable to develop ‘humps’ of the same sort as those which 
characterize induced investment, and for much the same reasons. Though it 
is possible (just as it is in the case of induced investment) for these humps to add 
up to a steady progress, there is not much reason in practice why they should 
do so. The best that is in fact likely to happen is that autonomous investment 
should have a clear trend rate of expansion, with fairly considerable oscillatons 
about its trend.” (op. cit., p. 63) 

Fluctuations in the economy are mainly due to fluctuations of investment, 
and autonomous investment will bring about not only a change in the quantity 
of capital but also a regrouping of combination of capital. And regrouping is 
based on the character of complementarity of capital resources. (L. M. Lachmann, 
Capital and its Structure, 1956.) The entrepreneur is constantly regrouping 
the combination of capital and this process of change is the primary cause of 
economic fluctuations. 


II. Content and Operation of Public Investment 


In order to see patterns of investment fluctuation in the process of postwar 
reconstruction, let us examine first the proportion of private gross investment 
in gross national expenditure (Table 1). It shows that the ratios increased 
remarkably while inflation advanced from 1946 to 1948, in 1949 decreased with 
the implementation of the Dodge-line policy, and again rose sharply after the 
Korean conflict up to 1951 when the rate of investment was highest. 

Even during the years of 1952 and 1953, which were called the consumption 
boom period, investment rates showed rather high figures, however, a sharp drop 
in the investment level from 1951 to 1952 was due to a notable decrease in in- 
ventories. It shows that the deflationary policy in 1954 was very effective 
in restraining both construction and inventory. One thing that should be 
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noted is that what here called private capital formation, particularly equip- 
ment investment, includes government indirect investment, that is, loans 
through governmental banks. Therefore it should be recognized that the fluctua- 
tion of postwar private investment reflects not only the behavior of private firms 
but also the result of fiscal policy. Thus, during the period of 1950 to 1955, except 
the year 1954 when there was taken deflationary policy, equipment had been 
increasing because of the effect of the policy. 


Table 1 Fluctuations in Private Investment 
(in billions of yen) 


Fiscal Year Seen we eyestueae ae 
1946 474.0 LEE L6.0 
1947 1,308.7 199.1 L5.2 
1948 2,666.1 494.2 L8.5 
1949 3,310.2 532.0 15.8 
1959 3,970.8 798.6 20.1 

Source: Economic Council Board, ‘“‘ Nihonkeizai to Kokuminshotoku ” 
(Japanese Economy and National Income), 1954. 
1950 3,946.7 818. 20.7 
1951 5,444.2 1,252.1 23.0 
1952 6,118.0 1,204.0 19.7 
1953 7,084.8 1,335.2 18.8 
1954 7,461.8 sors foes} 
1955 8,229.8 1,376.4 L6.7 


Source: Economic Planning Agency, “‘“Monthly Report on Natioal Income’”’ No. 85, 1957. 


In economic theory, the study of the investment function to explain how 
investment will change has not yet reached a satisfactory state. Many economic 
models are trying to trace changes in investment by using the acceleration princi- 
ple. This principe holds that the investment level depends upon the increase 
in income. However, what can be explained by this principle is only private 
inventory investment. Actually in 1949, 1952 and 1954 when the rate of in- 
come increase was rather slow, inventory investment decreased accordingly. 
However, equipment investment which decreased following the reduction in 
fiscal loans and investment under the deflationary policy in 1954, has been increas- 
ing steadily in spite of the slowdown in the rate of income increase. This can 
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be explained only by taking into consideration the functions of public invest- 
ment, particularly of its indirect investment through governmental banks. 

At this point it is well to examine the content of what is called public invest- 

ment. Investment carried out by the government should be divided into direct 
and indirect investments. Direct investment consists mainly of investment 
into government-managed enterprises and public works. And public works 
include the formation of so called social overhead capital such as roads, rivers, 
and the like. But the bulk of indirect investment consists of loans through 
governmental banks, which have played an important role in supplying loanable 
funds to the private sector for the postwar reconstruction. Public works 
were once emphasized as anti-depression measures during the world-wide 
great depression and study of its operation has led to formulation of the 
multiplier theory. Today, it is not only important as merely short term policy 
but also developments of road, transportation and communication networks 
are given great attention as source of effective demand over the long period 
particularly in developing backward countries. The economic function of public 
works is very important in this sense. 

On the other hand indirect investment of the government takes place in 
the form of credit extending to the private sector and this is a new measure which 
appeared to meet difficult situation on the part of the private sector in supply- 
ing long-term funds. The effects of this on private capital formation are tremen- 
dous. As explained above, it is included in the estimate of private investment, 
amounting to about 15% of total private investment (12.8% in 1952, 14.2% 
in 1953, 15.19% in 1954 and 11.5% in 1955). Furthermore, as will be pointed 
out later, it has become the main source of funds to important industries, there- 
fore, many of the changes in postwar industrial structure have been due to its 
operation. 

Direct investment of the government recently accounts for about one 
third of the total investment. Accordingly, investment, either direct or 
indirect, carried out by the government amounts to almost one half of total 
domestic investment. We cannot, therefore, talk about the postwar economy, 
neglecting the operation of public investment. The following figures show the 
proportion of government direct investment and changes in its level. [Table 2] 

The direct investment fluctuates each year as it is subject to political 
influences. From 1946 to 1949 it amounted to about 30°%—40% of total invest- 
ment, after 1950 it decreased temporarily as private investment was activated 
by the boom, and after 1953 it again increased. Under the deflationary policy 
of 1954, levels of investment, both public and private, sharply decreased, 
however it should be noticed that government direct investment moved almost 
in the opposite direction of private investment, for example, it decreased in 1950 
and increased in 1952. It is assumed that this had a considerable effect on the 
adjustment of business fluctuations. 

The shift in direction of private investment financed by governmental banks 
deserves attention. Its main role is to supply funds for equipment to important 
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industries such as electric power, shipbuilding and the like. Thus, it should 
be analysed what was basic industries and to what extent fiscal loans and in- 
vestment have been directed. In both of the above two respects, it has changed’ 
notably during the twelve years of the postwar period and the effects on 
the change in industrial structure of our country have been decisive. The 
process of shifting emphasis from primary industries such as agriculture and 
mining immediately after the war to key industries such as electric powar, steel, 
shipbuilding and the like later is very interesting to observe as a concrete example 
of economic policy. Further, it seems that the main direction of fiscal loans 
and investment is changing from industrial reconstruction to housing construc- 
tion and is decreasing; in 1949 it was 58.7%, in 1952 38.8%, in 1955 23.6% and 
in 1956 it was only 16.9%. The decrease in 1956, not only in proportion but 
also in absolute volume, is regarded as a cause for the appearance of the bottle 
neck problem as will be pointed out later. 

It is hard to say whether this recent trend indicates properly the future of 
fiscal loans and investment. In response to the increase in bottle necks or slow- 
down of the increase in the rate of income, it might be possible that fiscal loans 
will be directed again to basic industries. However what should be taken into 
account is sources on which this sort of investment is dependent. The nature 
and change of the funds source restrict the range and direction of fiscal loans 
and investment. 


III. Changes in the Sources of Investment Funds 


In general, the sources of public investment funds which is directed to govern- 
ment-managed corporation and public works is a contribution from the government 
general account, that is, taxes, and indirect investment as supplying funds to 
private industry depends on the Trust Funds Bureau Fund, that is, postal saving. 
There is a big difference between immediate postwar period and today as to this 
investment funds sources. 

Change in loan funds shows (Table 4) that from 1946 to 1948 up to 43% of 
these supplementary funds to private industry were provided by taxes (general 
account). It may be an abnormal phenomenon that such indirect investment was 
also financed by tax revenues. This supply of funds from taxes decreased to 
17.1% by 1950 fiscal year, however, it rose to 44.1%, the highest level, in fiscal 
year 1951 (note that this year’s private investment rate was the postwar 
highest), then sharply decreased and in 1956 it became only 0.8%. According 
to this trend, fund sources moved to Trust Funds Bureau Fund and postal life 
insurance funds. 

Usually taxes are thought of as forced saving, but it deserves that name 
only when it becomes a source of public investment. However, it should be 
government direct investment that taxes are spent for and it is a rather abnor- 
mal phenomenon that taxes are used for private capital formation. It shows 
how insufficient the funds for postwar reconstruction were. Under normal condi- 
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tions, the range of fiscal loans to private sector is restricted so that it may not 
depend on taxes. In this respect it can be said that fiscal loans came to be normal 
in fiscal 1953. 

Still, it is questionable whether more exclusive dependency of fiscal loan 
and investment funds upon Trust Funds Bureau Fund and the like instead of 
tax revenue can be called normalization. For example, in 1956 an unexpected 
decrease in postal saving restricted the supply of funds for fiscal loans and in- 
vestment and funds to key industries were cut down. It was the restrictive 
measures taken in key industries during that year when private investment 
was abnormally high that caused the bottlenecks. Further, it can hardly be 
considered normal to use such as postal saving, that is funds for consumption 
by the low income groups, for financing only key industries. It may be regarded 
rather as normol that fiscal loans and investment are directed to the construc- 
tion of housing and other welfare facilities so long as it depends on this sort of 
funds source. 

There is more to be considred as to funds source of fiscal loans and invest- 
ment. The United Kingdom with similarily large volume of government invest- 
ment is financing funds to governmental enterpirse out of social security funds 
such as annuities. This seems to indicate that the future source of funds should 
be from such long-term funds. 

The role performed by public investment is such that, if pursued intentionally, 
it can not only adjust short-term business cycle but it has also influence upon 
long-range changes in the capital structure. However, due consideration to the 
source of funds should make it clear that, formally speaking, government direcet 
investment is appropriate as a short-term measure and long-term investment 
should be carried out by indirect investment. Thus, unless funds source of loans 
programs and investment shift from short-term funds like taxes to long-term 
funds such as annuities, fiscal loans and investment can not perform smoothly 
long-term investment programs. Adequate social security funds have not been 
established in this country. The social security system has its economic signifi- 
cance in that its expenditures maintain consumption on the one hand and funds 
as savings go to investment. 


IV. Investment out of Government Revenues 


In the process of the reconstruction, even fiscal loans and investment, 
(government indirect investment), was financed out of tax revenues. Thus it is 
necessary to comprehend the difference between this and the case where the source 
of investment funds is restricted to private saving. This fact has been com- 
pletely neglected in formulating the saving function. 

The simplest hypothesis is that the source of investment funds is only saving 
which depends upon the level of income. Let Y be national income, S private 
saving and s the saving ratio. Then we have. 
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This is not an appropriate formula for the consideration of our problem. 
It does not take into account the revenue and expenditure of the government. 
Therefore, we introduce tax and assume that saving is made out of income after 
the reduction of all sorts of tax. Let t be the tax rate then 


(2) S=s(1—-)Y 
Saving out of disposable income after tax is lower than in the case of no tax 
imposition and the higher the tax rate the lower saving. And if no investment is 
made out of tax, private saving decreases with the introduction of tax. Then 


tax is not forced saving. However, if some proportion (v) of tax proceeds is in- 
vested by the government, with that savings added, gross domestic saving becomes, 
(3) S=[s(1—t)+v4] Y=[s+(v—s)i]Y 

What should be noted is the fact that so long as the proportion of tax to be 
invested (v) is larger than the private saving rate (s), a portion of the government 
investment carried out in this way will raise the total investment level. Further- 
more, in this case a rise in the tax rate also helps increase investment. On the 
other hand, if s<v, a level of saving will be lowered. In this case a rise in tax 
rate decreases investment. This formula shows that as investment out of tax, 
that is, government direct investment should decrease notablly, making it lower 
than the private saving rate, a reduction of tax (that is, a decrease in #) is the 
only measure to prevent the level of saving from dropping. 

Suppose that the investment function consists of acceleration investment 
and independent investment and let the acceleration coefficient be b and indepen- 
dent investment be A. Then, in equlibrium, with saving as mentioned above, 
we have (surfix m indicates period) 


(4) B(Yn-1—YVn—2) + At=[st+(v—s)t] Yn 
From this, a growth rate of income becomes 


(5) ey patel oie) = is —(o— 590 pe At/Y, 1 
Mra b b 


As it can be seen, the tax rate (t) and the rate of investment out of tax 
(v) both operate as strategic factors to determine the rate of growth. 

The saving function usually assumed that there is not the existence of 
the government as formula (1). Even if the assumption that saving is 
made out. of disposable income is introduced, it merely presents tax only as 
a factor lowering the saving level. Only by considering investment out of govern- 
ment revenues, can tax be treated to work as forced saving and determine a level 
of investment. 

In the process of postwar reconstruction, investment out of tax revenues 
financed not only direct investment of the government but also indirect investment. 
This, coupled with a relatively high tax rate, raised the total investment level and 
also furthered the growth of the economy. The mechanism of such phenomena 
was described above. 
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V. Public Investment as Fiscal Policy 


Generally speaking, fiscal policy has developed to rectify gaps in the economy. 
These gaps may be deflationary gaps, or inflationary gaps, gaps between saving 
and investment; in short, they are gaps between demand and supply. This means 
that voluntary actions of the private economy alone do not always bring about 
equlibrium between demand and supply. Furthermore, even if equilibrium situa- 
tions are maintained for a long period, the level of the equlibrium may be too low 
to guarantee full employment of labor and full utilization of capital. This neces- 
sitates fiscal policy as a complementary operation. 

In a country with already matured capital accumulation, a deflationary 
gap or excess saving over investment is likely to happen, and this mechanism 
is analysed as the secular stagnation thesis or the theory of a mature economy. 
Accordingly, a corresponding fiscal policy is mainly to fill up the deflationary 
gap and to absorb excess saving. Also in such a country inflation is considered 
a temporary phenomenon which appears only after demand (investment) exceeds 
supply (saving) beyond full employment (or utilisation) income level. It seems 
that there exists no inflation before full employment or full untilization. As 
a means to fill gaps in the country, it is felt necessary to apply fiscal policy in 
order to increase effective demand temporarily. Thus, attention is given only 
to public works, which are most easily operated. 

On the contrary, in an economy where capital accumulation is not sufficient 
and not matured, things are entirely different. There appear constantly the 
phenomena of inflationary gap and excess investment demand. In such a country 
it becomes all the more necessary to absorb consumption demand and investment 
demand and to reduce the multiplier effect by tax measures. However, this 
can not be done effectively by negative measures of minimizing fiscal expendi- 
tures. Especially in a war devastated country, even risking the danger of inf- 
lation rapid rehabilitation construction has to be carried out. In this respect 
the investment policy of the government here differs from merely absorbing excess 
saving. As was seen already the way to influence private capital formation through 
fiscal loans and investment gives not only a short-term impact to the economy, 
but also long-term effects to the structure of the economy. The rapid process 
of postwar economic development shows this result. 

However, private investment in such a country is extremely unstable. Ac- 
cordingly the direction of fiscal policy also can not help but fluctuate and thus 
the direction of government investment is not determined. The experience in 
this country indicates this. Particularly a reduction or postponement of govern- 
ment investment is likely to be adopted as disinflationary policy for oppressing 
excess investment demand. This is what happened in 1954 and this year. When 
government investment amounts to nearly half of total investment, merely rais- 
ing the rate of interest does not have a big effect on the total investment level 
except psychologically. Furthermore, as indirect investment of the government 
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covers important industries, particularly bottle-neck industries, the policy of 
investment reduction influences greatly supply capacity over a long-range as 
well as restrict short-term effective demand. Without stabilization of this un- 
stable investment, particularly, complementary stabilization of investment which 
has the character of independent investment such as government investment, 
the economy can not but fluctuate. 

Before concluding this essay, some remarks should be mentioned as to the 
efficiency of government investmment. Usually a concept of marginal productivity 
of capital is used in order to measure investment efficiency. However, this only 
compares investment with revenue at a certain point of time. This is not 
an appropriate measure to judge efficiency for “long-range investment which 
only pays for itself over a long-range.” In the case of such long-range 
investment comparable revenue should be the long-range anticipated revenue 
until the end of its durable period and also comparable investment distributed 
over a long-range. The very way of comparison between anticipated revenue 
and distributed investment is the measure of judging the efficiency of invest- 
ment as a genuinely dynamic concept. Furthermore, where various types of 
capital have respectively specific purposes, investment criteria should be varied 
according to their uses. Public investment has entirely different uses accord- 
ing to whether it is direct investment or indirect investment. In judging the 
efficiency of investment of govenment-operated corporations or public works for 
which revenue is not the sole purpose, the criteria should be different from the 
usual one which is directed to only private investment. I do not try to go into 
the problem deeply, however, further studies should be conducted in order to 
avoid misunderstandings. 


a 


AN UNREALIZED PLAN: THE VALUE-ADDED 
TAX IN JAPAN* 


By Motokazu Kimura 


Professor of Public Finance 


Most of the problems involved in the value-added tax in Japan have already 
been discussed at great length by Professor Hanya Ito,! professor Martin Bronfen- 
brenner? and others. Consequently, the present writer endeavors to examine 
the value-added tax in its bearings on the socio-economic conditions of Japan. 
The tax was, upon recommendation of the Shoup Mission?, enacted in July, 1950. 
However, the operation of the statute was postponed twice and then repealed 
in 1954 without ever being put into effect. Why was it recommened? How was 
it enacted? And, why was it repealed? These are the questions I wish to answer 
in this paper. 


The outline of the Shoup Recommendations 


The ‘“‘Report on Japanese Taxation’’ may be said to be an elaborate display 
of painstaking scientific work. Objectives, that the Shoup Mission aimed at, 
were comprehensive. The Mission laid much stress upon the necessity to desig- 
nate productive taxes to local governments, to check the overgrowth of pluto- 
cratic power, to avoid taxes not helpful in fostering responsible citizenship and 
democracy, and to satisfy the modern principle of taxation as much as possible— 
the principle of ability-to-pay as the standard of equity. At the same time, the 
Mission paid much attention also to the problem of how to encourage the accumu- 
lation of capital. In reconciling those objectives, the Report may be said 
to have given a remarkable coherence to the whole reform plan. 

Thus, it should be remembered that the value-added tax, too, came under 
the recommendation as an integral part of the program. In other words, the 


* This paper is the English version of ‘‘Un Projet inachevé: L’impét sur value ajoutée au 
Japan” appeared in Revue de Science et de Législation Financiéres, Tome XLVIII, 1956. 

? Cf. Hanya Ito, “‘The Value-Added Tax in Japan,” The Annals of the Hitotusubashi Acade- 
my, Vol. I, Number I, October 1950; this article is contained in, Hanya Ito, Essays in Public 
Finance, Economic Series, No. 3, The Science Coucil of Japan, Tokio 1954. Hanya Ito, “Theo- 
rie und Techinik der Nettoumsatzsteuer in Japan,” Finanzarchiv, Vol. 15, No. 3, Tuebingen 
1955. 

* Cf. Martin Bronfenbrenner, ‘“‘The Japanese Value-Added Sales Tax,” National Tax Journal, 
Vol. 3, No. 4, December 1950. 

’ The American taxation mission headed by Professor Carl S. Shoup came to Japan in May, 
1949 and submitted a report to the Supreme Commandor of Allied Powers (SCAP) in August, 
1949. Tax bills, national and local, were drafted by the combined efforts of the SCAP and 
the Japanese Government. 
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Mission emphasized that the reform should be effected without any grave 
departure from the recommendations as a whole. To visualize the extent to 
which the Japanese taxation was to undergo changes, I should like to insert the 
following table. 


Table 1 Revenue Effects of Major Tax Recommendations 
(in billions of yen) 


A. National Government 


FS Teo Pia a Di 
Personal income tax 310 290 —20 
Corporation income taxes 27 35 +3 
Tobacco monopoly profit 120 120 0 
Liquor taxes 65 80 +15 
Transactions tax 45 0 —45 
Other internal taxes 68 51 —17 


Total 635 576 —59 


B. Local Governments: Prefectures 


Inhabitant’s tax a 0 —l1 
Land and house tax 7 0 —7 
Enterprise tax, income basis 26 0 —26 
The value-added tax 0 44 +44 
Admission tax a 10 +5 
Amusement taxes 6 12 + 6 
Other taxes 22) 5 —17 

Total 71 71 0 


C. Local Government: Municipalities 


Inhatibant’s tax i 60 +48 
Land and house tax 7 By +45 
Enterprise tax, income basis 26 0 —26 
Admission tax 9 0 —9 
Amusement taxes 6 0 — 6 
Other taxes 16 fF —9 

Total 79 119 +40 
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It is quite clear that a drastic change was introduced in the allocation of 
tax resources between the three levels of government, particularly in favor of 
municipalities, including cities, towns and villages. In accordanec with the 
objective to strengthen loal autonomy, municipalities, which had long been rely- 
ing upon national or prefectural tax agencies in assessing such taxes as the 
inhabitant’s tax, the land tax, the house tax, and the enterprise tax, were now to 
be given substantial resources independent of superior authorities. But, as for 
the Inhabitant’s tax, municipalities were to be allowed to use the national 
income tax returns in checking the incomes of inhabitants. 

It was also characteristic of the Shoup Plan that it extended the grant- 
in-aid system so as to reduce various subsidies to local units, for it feared that 
the central government -would continue to control over local governments by 
dint of specific subsidies. 

As will be seen later, the taxpayers were justifiably demanding to cut their 
burdens in 1949. Therefore, the Shoup Mission recommended to repeal the 
transaction tax, the tax on the transfers of securities and so on at the national 
level, and the real property acqusition tax, etc. at the local level. Reductions 
in the personal income tax rates and others were also recommended. But, as 
far as local tax revenues were concerned, they had to be either kept remained 
or increased. This was the major reason why the Shoup Mission contrived to 
reform the enterprise tax on income basis. 


A value-added tax as recommended 


As shown on Table I (p. 14), the enterprise tax was an independent prefectural 
tax yielding approximately 50 billion yen in 1949. The yield was shared with 
municipalities usually fifty-fifty basis, through the device of a municipal surtax. 
The tax base was net profits. They were usually those computed for the pur- 
pose of the national income taxes. Accordingly, the enterprise tax was in effect 
a kind of surtax on the national income tax. To make the matter worse, the 
basic exemption and dependency credits allowed for the national personal income 
tax were not applicable for the enterprise tax. Moreover, the individual 
proprietors of shops or small factories had to pay a_prefectural-municipal 
inhabitant’s tax, most of which was also based on their net profits. A great 
increase in the inhabitant’s tax, as was planned by the Mission, would certainly 
make the cumulative effect of the three-fold taxes disastrous. 

In order to avoid this danger, it was needed to contrive a new base for the 
enterprise tax. Thus, a value-added tax was, for the first time, introduced to 
Japanese people.‘ 

4 In the United States of America, a value-added tax had long been discussed by students 
of public finance such as Thomas S. Adams (1921), Gerhard Colm (1934), Paul Studenski (1940), 
Carl S. Shoup (1943) and so on. As to the development of theories of a value-added tax, see 


Hanya Ito, The Value-Added Tax in Japan, in the above-mentioned place. There is no doubt 
that the idea of the value-added tax was much influenced by those discussions. 
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According to the recommendation, value-added would be much simpler 
to compute than the net income, because no computation of depreciation needs 
to be made. And again following to the Report, the sum of profit, interest, rents 
and payroll, would be equal to the balance between total gross receipts and all the 
purchases from other firms, including the purchase of capital equipment, land 
and buildings. 

An enterprise tax based on value-added was to be administered exlusively 
by the prefectures, which should obtain the entire yield of it. The rate of the 
new tax was suggested to be set at a level that yield the prefectures about 44 
billion yen per year. Farmers were to be exempt, because they were coming 
under a substantial increase in the real estate tax, which was recommended to 
supplant the land tax and the house tax at the municipal level. 

In fact, the rate was tentatively computed to be somewhere around 4-6 per 
cent. 

Two other merits were attached to a value-added tax. First, it is free from 
the distorting, pyramiding tendencies of the transactions tax. The Report stated 
that the transactions tax, or turnover tax, was the least refined member of the 
sales tax family, and the least promising member of ‘the present Japanese tax 
system.’ While a retail sales tax would escape the defects, a nation-wide retail 
sales tax would not be practicable in Japan, ‘for there are too many small retail 
shops whose accounting records are inadequate or non-existent.’ The best solu- 
tion was, the Report concluded, to transform the transactions tax into a tax 
levied upon the value-added. 

The second merit attached to a value-added tax was the economic advantage 
that it does not discriminate against the use of capital, especially in the form of 
labor-saving machines.® 


Codification of the value-added tax 


The Shoup plan encountered bitter complaints all the more because tax- 
payers’ hope for the reduction of their burdens was extremely great. Despite 
the pressure of the SCAP, grave objections were raised by those brought under 
heavier taxation. Almost all the devices elaborated upon the idea that Japan 
should have the best taxation system in the world, were subjected to criticism. 
For example, the net worth tax, the revaluation tax and other new taxes were 
sharply criticized by the businessmen. The inclusion of all incomes into the 
taxable income of the personal income tax, one of the most important corner- 
stones of the Shoup Program, likewise arose bitter complaints among the wealthy 
taxpayers. In the case of the estate tax, a great extension of the tax base 
caused unrest among businessmen, because the Shoup Mission planned also to 


® It should be remembered that laborers and their leaders, influenced by the statement 


that the value-added tax is favorable to labor-saving, took a stand against the value-added 
tax. 
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include depreciating assets which were hitherto not subject to taxes into the 
tax base of the estate tax. 

And yet, no other taxes were more heatedly argued than the value-added 
tax. 

It was anticipated that the value-added tax would bring about a sharp change 
in the allocation of tax burdens. The new tax was deemed to be favorable to 
small enterprises, while business enterprises with heavy capital equipment 
already on hand were to be penalized, because no depreciation allowances were 
permitted on it. It was also expected that the tax would be disadvantageous 
to service industries such as banking, rail-way transportation, etc. 

We heard bitter complaints and there were few supporting arguments. Let 
us look back some of the demands, reasonable and unreasonable, presented 
especially by business groups. 

(1) The standard rate of the value-added tax should be reduced from 
4 per cent to 2 per cent. 

(2) A reduced rate should be applied to that part of the value-added 
tax which is levied upon payrolls. 

(3) A special allowance should be devised for service industries. 

(4) In view of the difficulty in shifting the value-added tax, a reduced 
rate should be permitted for public utilities that are under the regulation 
of price control. 

(5) With regard to capital assets already on hand, depreciation allowance 
should be permitted. 

(6) Interest received by banking facilities should be exempt, otherwise, 
double taxation would occur. 

(7) Rent and rentals received by lessors should be exempt, if not, double 
taxation would appear. 

Taking into consideration some of those demands, the Bureau of Local Au- 
tonomy drew up the Value-Added Tax Bill. The outline of the bill can be sum- 
marized as follows: 

Ipistax base: 

The balance between total gross receipts of a business enterprise in the 

wide sense of the words, and all amount paid to other business enterprises. 

II. Computation of value-added; 

A. Business in general: 

i. Gross receipts: Total gross receipts from sales of goods and fixed 
assets, or from the performance of services, and receipts from related 
trade or business activities. 

ii. Exclusions: Interest, dividends, rent and rentals received. 

iii. Deductions: All amounts paid for the acquisition of fixed assets, 
commodities, semi-manufactured goods, materials, or supplies; Com- 
mission paid, storage, property insurance premiums, advertisement 
expenses, and taxes paid, except those levied on net income. 

iv. Non-deductible: Rent, rentals and interest paid. 
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B. Financial business, including banking and insurance: 
i. Gross receipts: Interest, dividents and others received. 

ii. Exclusions: Rent and rentals received. 

iii. Deductions: Interest paid. 

III. Exemptions; 

A. Farmers, lessors and forestry traders. 

B. Business enterprises with the value added of less than 90,000 yen 
per year. 

IV. Rates; 

The standard rate of 4 per cent for business, and 3 per cent for professions, 
stock-breeding and fishery, the maximum rates being 8 per cent and 6 per 
cent respectively. 

VY. Allocation of the tax yield between prefectures; 

In the case a concern does business in various prefectures, the tax base 
is to be allocated according to payrolls, but in the case of manufacturing, 
electricity supplying, gas supplying, etc. fifty per cent weight in the alloca- 
tion is to be based upon payrolls, and the remainder on the value of fixed 
assets. 

VI. Transitory provisions; 

In order to avoid a sudden increase in the tax burden, a relief is given to 
banking business, insurance business, warehousing business and the like. 
Namely, notwithstanding the preceding provisions, the following per- 
centages of gross receipts will be used as the tax base for the first year 
after the enforcement of the tax law: 

45 per cent for banking business, 

100 per cent for trust business, 

15 per cent for life insurance business, 

50 per cent for transportation (except railway) business, 

40 per cent for warehousing and railway transportation business. 

The new Local Tax Bill containing the Value-Added Tax Bill was presented 
before the Diet, but failed to secure the approval in its 7th session in March, 1950. 
As a result, a great financial vacuum took place in the local fiscs. 

It was in June, 1950 that the Local Tax Bill was carried in the 8th session 
of the Diet. But, as far as the value-added tax is concerned, its operation was 
postponed until January 1, 1952. To fill the financial gap caused by this pro- 
cedure, the Government arranged to restore the old business enterprise tax with 
slight modifications. Namely, the rates were reduced from 15 per cent to 12 per 
cent for corporated enterprises, and from 15 per cent to 10 per cent for private 
enterprises, and farming and forestry business were made exempt. 

In the meantime, the Shoup Mission made a second visit to Japan in August- 
Spetember, 1950, and published a report again. 

In the Second Report, too, the Shoup Mission stressed the sales tax nature 
of the value-added tax, and expressed opposition to the proposal to apply dif- 
ferentiated rates of 4 per cent for business enterprises and 3 per cent for pro- 
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fessions. A plain objection was also expressed to the transitory relief provisions 
for specified business enterprises such as banking, warehousing, etc. 

. On the other side, the Report admitted that depreciation allowances should 
be permitted on capital equipment already on hand as of the date of the enforce- 
ment of the value-added tax. Another point that the Report recommended, 
was to introduce the addition method in computing value-added. 

In the following year, 1951, the Value-Added Tax Act was revised slightly, 
but, the suggestions made by the Mission were hardly taken into consideration. 
The core of the revision was only to give corporated business enterprises the 
option to use either the subtraction method or the addition method, and the 
freedom to switch over from the one method to the other. In spite of the 
revision, the date of the enforcement was again postponed to 1953. 

Why was the value-added tax postponed year after year till at last revoked 
altogether? 


Theoretical ambiguity involved in the Reconvmendations 


Although the concept of value-added had gradually been contrived in the 
academic circles, a value-added tax was not intelligible to the common taxpayers 
in Japan. Besides, there were some ambiguous points in the Report. 

In the first place, it assumed that a value-added tax was a refined sales tax 
which can be shifted to consumers without having the distorting effect of pyramid- 
ing. Unlike a retail sales tax or a turnover tax, however, it is not easy for busi- 
nessmen to compute at once how much their tax liability on a given sale or transac- 
tion will be, because a value-added tax as a percentage of gross sales differ be- 
tween firms and industries. Businessmen rightly feared that their firms might 
be ruined, if they were compelled to pay the value-added tax when the business 
showed a loss. 

In the second place, the Report maintained that a value-added tax was sim- 
ple to compute. The sum of profit, interest, rents and payrolls, in short, the 
sum of factor costs, was deemed equal to the balance between total gross receipts 
and all purchases from other firms. By this reasoning, the Mission recommended 
to compute the tax base by the subtraction method. Similarly, the Second 
Report recommended to introduce the addition method for the convenience’s 
sake, assuming that both the addition method and the subtraction method. are 
bound to result in the same. But this assumption has been proved incorrect. 
As professor Ito’ explained clearly, the value-added as computed with the subtrac- 
tion method will not be equivalent to the value-added as computed with the ad- 
dition method, unless a necessary adjustment is made to the concept of profit. 
If the profits as computed for national-income tax purpose is added to payrolls, 
interest and rental payments, the result will be different from the value-added 


6 Cf. Hanya Ito, Theorie und Technik der Nettoumsatzsteuer, loc. cit., pp. 460-465. 
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computed with the subtraction method, because the net profit under value-added 
concept can only be obtained by specific accounting procedures as follows: 
Net profit under value-added concept=Net profit in 
its usual accounting term-+-Depreciation amount 
Decrease in inventories—Capital expenditure 

In the third place, the Recommendations left some ambiguity about the 
relation between the transactions tax and the value-added tax. As I mentioned 
before, the Shoup Report was strongly against the transactions tax, and recom- 
mended to repeal it only if total national government outlays are in fact reduced 
to the level of 646 billion yen. But the repeal of the transactions tax was not 
related to the introduction of the value-added tax, although, discussing the merits 
of the value-added tax, the Report made several references to the demerits of the 
transactions tax. Therefore, it was repealed as soon as budgetary expenditure 
showed an expected cut, in December, 1949. If the value-added tax had been 
connected with the repeal not only of the enterprise tax but also of the transac- 
tions tax, the case would have been brighter than it was. 

In the fourth place, as to the theory that the value-added tax does not dis- 
criminate against the use of capital, room seems to have been left for doubt. The 
value-added tax increases the price of capital at least to an extent to which it 
is shifted forward. And in view of the increased rates of the municipal real estate 
tax which is levied on land, buildings and capital equipment, the theory has to 
lose some of its validity. Moreover, heavier capital equipment represents larger 
interest payments. Nevertheless, the statement that the vaue-added tax is 
to encourage the use of labor-saving machines, presented a good reason to the 
organized laborers for opposing the tax. 


The factors which contributed to the repeal of the 
value-added tax in Japan 


It is true that several ambiguous points mentioned immediately above had 
a considerable share in causing the abolition of the value-added tax, but reality 
was much complicated. 


A. Inflation and Insufficient compliance 


To begin with, the year 1949 is marked by a sudden transition from 5-year- 
old drastic inflation to deflation, or disinflation, as was officially proclaimed by 
the Government. 

As a result of the unconditional surrender of Japan in 1945, her territory was 
reduced from 263,357 square miles to 142,224 square miles, with the population 
of 73,064,000, while the war damages amounted to as high as 25.4 per cent of 
the total value of capital equipment and durable consumers’ goods which would 
have existed in Japan proper, had the war not been waged against the Allied 
powers. The defeat gave rise to a sweeping crack in the mechanism of war economy 
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that had been kept working by a strict rationing program and price regulations. 

A great majority of the Japanese people were directed by a mixed feeling 
in which despondence predominated. With fears, they watched how the SCAP 
put the occupation policy into effect. In fact, the SCAP ordered to purge undesir- 
able Japanese from public offices, to dissolve the plutocracy, to redistribute lands 
among cultivating tenants, to restrict concentration in the business activities, 
and to enforece a captial levy. 

Under these circumstances, a vicious circle of budgetary deficits and rise 
in prices took place, and people rushed to convert their money into goods. The 
follwing table shows how vehemently inflation progressed. 


Table 2 National Budget Expenditure, Price Index, etc. 


ieee Metoeedy Public Debt Paper Money Effective Price 
erie tea (in million yen) (in million yen) Index* 
1944 19,871 107,633 18,876 306.4 
1945 21,496 140,811 56,658 1,529.0 
1946 115,207 173,135 94,853 5,013.0 
1947 205,841 209,462 220,870 12,982.0 
1948 461,974 280,473 356,795 24, 458.0 
1949 699,448 391,397 357,969 28,368.0 
633, 294 341,913 422,063 =o 


*1928-1932—100, prices at the black market being considered. : 
Figures are quoted from Yuzo Yamada, Estimates of National Income in Japan, 
Tokyo 1951. 


Both the SCAP and the Government began to feel alarmed, when the Diet 
compiled additional budgets repeatedly as many as seven times for a single fiscal 
year of 1947. The situation was not improved in 1948. The inflation could 
not be checked without a balanced budget, because the inflation was not being 
caused by the fall in foreign exchange, as was the case in Germany in 1920’s, but 
by budgetary deficits. During the inflation period, the taxation system in 
Japan was, as a whole, greately distorted by the nominal increase in incomes 
and the accumulation of black market profits. Enormous profits from the black 
market could no longer be kept accessible to tax collecting agencies, while wage- 
earners were forced to come under the higher and higher bracket of the rate of 
taxes. Taxpayers increased in number, causing a heavy burden upon tax coll- 
lectors. For example, in the pre-war period, the number of taxpayers under 
the national personal income tax was less than a million people, while it reached 
an amazing figure of more than twenty-one million people in 1949. 

Upon request of the SCAP, Minister Joseph M. Dodge came to Japan to tackle 
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the problem. His plan was to close up every loop-hole, budgetary and monetary, 
which was leading to an overissue of paper mony and to raise more tax re- 
venues by enforcing tax laws as strictly as possible. He urged the Government 
to reduce the total expenditure in the national General Account to 661 billion 
yen for the fiscal year 1949, as compared with 741 billion yen’ for the 
previous fiscal year. Minister Dodge compiled an all-round budget consisting 
of the national General Account, the national Special Accounts, the Corporation 
Accounts and the local budgets, making a surplus of 211 billion yen for the 
redemption of various kind of public loans. Thus, the Dodge Stabilization Pro- 
gram not only checked the inflation but gave rise to a deflationary tendency. 
The Shoup Mission had to perform a task at the moment when it became 
extremely hard to perform. The demand for tax cuts was vigorous, because the 
tight-money policy began to jeopardize the solvency of taxpayers. Organized 
laborers were made busy in coping with the unemployment problem. Never- 
theless, considering the urgent necessity to meet what the Dodge Plan 
required, the Mission could not respond to the eager demand for tax cuts. 
Taking account of a vicious circle created by high rates and high evasion, 
the Mission tried to cut rates. However, the tax rates recommended by the 
Mission were, as a whole, not sufficient to break the circle. Upon setting rates, 
the Mission was influenced by the opinion of the Finance Ministry of Japan who 
under-estimated the taxable income on the very existence of prevailing evasion 
and the lack of voluntary compliance and the inefficient tax administration. 
The Shoup Mission tried to contrive a tax system which would be applicable 
to Japan as a permanent tax system, and which would be the best tax system 
in the world. As mentioned before, the Shoup Plan is a plan worked out logical- 
ly. Its enforcement demands a high standard of technical competence and stabi- 
lized economy. But, Japan did not have these prerequisites at least at that 
time. Too many small businesses came under taxes. Tax offices were reinforced 
by too many inexperienced officials. Black market did not cease to exist. 
In view of the insufficient tax rates cuts recommended by the Shoup Mission, 
taxpayers still understated their incomes or transactions. They hated to suffer 
from visiting tax-collectors. Also they did not like to see their records gathered 
by the tax authority. For example, the extreme unpopularity of the national 
transactions tax was, to a great extent, due to the fact that a tax collector 
could check up income tax returns by means of the transactions tax payments. 
As a matter of fact, taxpayers feared that a new tax would cause another 
vexatious contact with a tax collecting agency. This feeling, coupled with the 
fact that the rates of the value-added tax was set higher than actually needed, 
induced even the small businessmen, the major beneficiary of the enterprise 
tax on value-added basis, to participate in opposing the new tax. 


* Budget estimate. The figure settled is 699 billion yen as shown on Table 2. 
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B. The lack of faith in local authority 


That the value-added tax was designated to the local, prefectural govern- 
ments, also had a considerable effect upon the repeal of that tax. For a long 
time since the Meiji Restoration in 1868, the prefectures had been organized as 
agencies of the central Covernment. The Cabinet had the exclusive power of 
appointing and removing the governors of the prefectures. Although many taxes 
were allocated to the prefectures, a great portion of prefectural revenues was raised 
by imposing surtax on the national taxes such as the land tax, the personal in- 
come tax and so on. Most of the independent prefectural taxes, minor in pro- 
ductivity, were levied according to external signs as the tax standard. Tax of- 
ficials at the level of prefectural governments became accustomed to rely upon 
what the national tax agencies assessed and computed.® 

Based upon the conviction that local autonomy is essential to democracy, 
the SCAP made an organized effort to destroy the long-established mechanism 
of highly centralized bureaucracy in Japan. The governorship of the prefecture 
was made elective, and thus the governors became responsible not to the Cabinet 
but to the inhabitants of each prefecture. It was along this line that the Shoup 
Mission introduced a new, independent tax to the prefecture, leaving it consider- 
able scope as to the rate of the value-added tax, so that the tax can be fitted to 
differing local conditions. In order to strengthen the local source of revenue, 
a system of grant-in-aid, too, was introduced on a large scale. 

However, in view of the fact that the reforms such as the creation of local 
police system, the extention of compulsory education period, etc. caused a great 
increase in the local expenditure, the situation was not promising. Warning 
was taken from the fact that, in April, 1949, the grant to the local governments, 
the prop and stay of the local finance, was reduced by fifty per cent so as to suit 
the convenience of the national finance. 

It was expected, theoretically and practically, that a poorer agrarian prefec- 
ture would inevitably levy the value-added tax at a rate of more than 8 per 
cent. The taxpayers were apprehensive of being occasionally imposed a high 
rate of the tax, the base of which is likely to arise much dispute between them 
and the incompetent tax assessors. 


C. The predominant influence of capital interest 


As I mentioned before, the value-added tax, as recommended by the Shoup 
Mission, undoubtedly disfavors the big business groups. It has been estimated 
that, if the value-added tax were substituted for the enterprise tax, net profit 
basis, approximately half the burden would be shifted from the small enterprise 
group to the corporated enterprise group.? “‘A fifty per cent increse in tax burden?” 

8 Similary, municipalities had long been made accustomed to rely upon both the prefectural 


and the national tax agencies. 3 
° Cf. Hanya Ito, Theorie und Technik der Nettoumsatzsteuer, Joc. cit., p. 477. 
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the big business group groaned, “that would cause incalculable harm to the very 
basis of Japanese industry.” 

With the conclusion of the Peace Treaty just ahead, both businessmen and 
politicians alike began to urge the necessity of lowering the costs of production, 
so that Japan may be able to compete with foreign countries on the world market. 

After succeeding in postponing the enforcement of the value-added tax till 
Japnuary 1, 1952, the capital interest groups began to attack the core of the Shoup 
Plan.!° First of all, the Government, influenced by the various business circles, 
gave up the principle of including all incomes, from whatever sources, into taxable 
income of the personal income tax. Accordingly, no measures were taken against 
the usual practice of concealing interest income by spreading deposits anony- 
mously in large number of tax-free accounts. Nor was made any significant 
effort for the registration of the transfers of securities, the only effective device 
for including capital gains into taxable income. And it was as early as in 1951 
that the Special Taxation Measures Act allowed specific key industries to write 
down fifty per cent of the price of machinery for two years including the year of 
acquisition, and permitted the enterprises to add fifty per cent to the normal 
depreciation allowance on ships and equipment useful for the industrial ration- 
alization. Therefore, large-scale industries could save their corporation income 
tax payments, thereby reducing the local enterprise tax, net profit basis. The 
net worth tax, too, was abolished in 1953. 

It may easliy undestood that the repeal of the value-added tax was not caus- 
ed by the alleged defects of the tax itself, but by the strong influence of the capital 
interest groups. 


The imperfectly adopted Shoup Plan and Japanese economy 


In any capitalistic country, businessmen are given a preponderent voice 
in the matter of economic policy in general, and fiscal policy in particular, but, 
in Japan, the connection between the big business and the Government is based 
on the economic structure peculiar to this country. In view of the fact that 
Japan fought with the Allied Powers for four years, she must be a highly 
industrialized country. In fact, during World War II, she manufactured war 
stores of all kinds, includeing airplanes, battle-ships, etc. More than 5 million 
soldiers were mobilized and equipped with modern arms. But, eighty years 
ago, Japan was an overwhelmingly agrarian country with little trace of modern 
industry. How was this amazing progress possible? 

The government played the most important role in introducing modern 
industry. It is not too much to say that industrialization of Japan was made 
possible only by the planned activities of the government. 

But, on the other hand, we should notice that the exacting fiscal policy inter- 


* Cf. Motokazu Kimura, ‘‘Taxation and Capital Accumulation,” The Annals of the Hitotsu- 
bashi Academy, Vol. IV, No. 1, October 1953, p. 29 ff. 
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rupted an over-all, balanced development of the national economy. The growth 
of the domestic market was much retarded by high rate of the land tax and various 
excises. And, as a result, enterprisers were bound to rely upon an exogenous 
market created, so to speak, artificially by the Government. 

In the earlier stage of capitalistic development, or mercantilism, it was widely 
observed that an active demand artificially created by the government gave a 
great stimulus to the modern industries. In this sense, an exogenous demand 
was the mother of capitalism. However, in most of the western countries, it 
was gradually accompanied by, and afterwards outgrown by an endogenous 
demand. In Japan, on the contrary, the transplanted industry had to seek a 
market developed in the form of colony abroad or procurement demand at home. 

Success or failure of an enterprise, under these circumstances, depends more 
upon favor or disfavor of the government than the ability to compete with rivals 
on the free market. Thus, the traditional tenant farmings and domestic in- 
dustries, countless in number, remained side by side with the great manufacturing 
industry. Traditionalism, favoritism, paternalism and many other semi-medieval 
ism’s preserved among the farmers and craftsmen, to a greater or lesser extent, 
produced a formative effect upon the whole economy. The following table will 
illustrate a characteristic aspect of the Japanese economy. 


Table 3 Population Distribution among Industries, 1930 and 1950 


(in thousand) 


1930 1950 


Total population 69,341 83,200 

Those engaged 29,341 (100%) 35,626 (100%) 
Agriculture 13,742 (40.8%) 16,102 (45.2%) 
Forestry, Hunting 186 ( .6%) 424 (1.2%) 
Fishing Soa" (1.924) 682 ( 1.9%) 
Mining | 314. (1.1%) 591 ( 1.6%) 
Construction | 977 ( 3.3%) 1,531 (4.3%) 
Manufacturing 4,702 (16.0%) 5,690 (16.0%) 
Whole-sale, Retail sale 4,113 (14.0%) 3,963 (11.1%) 
Financial, Insurance Business 194 ( .7%) 362 (1.0%) 
Transportation, Communication 289 (4.4%) TSTl S (5) 
Service industry 459 ( 8.4%) 3,056 ( 8.6%) 
Public service , aan C2.9%) 1,376) *(3:8%) 
Unknown i AC RA) 27 eee 


It is characteristic of the Japanese economy that, out of those gainfully 
engaged, only 36.3 per cent are employed, the remaining 63.7 per cent being either 
self-employed or family workers. Self-employed farmers and retailers as well as 
family workers, mostly devouring one another, are making a bare living. Con- 
cealed unemployment are prevailing among those people. Under the pressure of 
this concealed unemployment, even the most advanced leader of a business enter- 
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prise would hesitate to dismiss his employees on account of occasional, financial 
difficulties. To dismiss an employee is often to derive him of his subsistence 
altogether. 

The philosophy which underlies the Shoup Plan is that of competitive busi- 
ness relationship and efficiency. It is a necessary product of the American society, 
where everyone keeps his deposit account with a bank, pays by check, and keeps 
the record of his payments, and where banks are ready to lend money not only 
to the business but to house-wives. In Japan, the practice of paying by check 
is limited to a small number of well-off businessmen, and a bank is, viewed from 
the standpoint of a small enterpriser or a house-wife, not the place to get loan 
but the place to deposit money. 

Unlike the United States of America where there is a good deal of social 
and economic mobility, Japan, under the pressure of increasing population, finds 
it hard to materialize the necessary conditions for adopting the philosophy of 
the Shoup Plan. The recent development shows a greater departure from the 
principles recommended by the Shoup Mission. There will be much more turns 
and twists in the future. Nevertheless, the objectives set by the Shoup Plan 
are, I believe, not in the wrong. If only the public expenditure be reasonably 
reduced, or what comes to the same thing, the national income be increased by 
an all-round, balanced development of the national economy of Japan, we shall 
be able to come up to the objectives. 


JAPANESE GAINS FROM TRADE, 1878-1932! 


By Keinosuke Baba 
Professor of Economic Philosophy 


The gains from trade may be measured in terms of three criterions, that 
is, the terms of trade, the balance of trade and foreign trade multiplier. In this 
paper we will try to apply these criterions to Japanese economy, 1878 through 
1932, and evaluate her gains from trade. In the period 1878 through 1932 Japa- 
nese foreign trade developed quite rapidly within the framework of free competi- 
tive mechanism. Government control of foreign trade and exchange did not 
play any important part. Foreign exchange control began in 1933 and trade 
control later in 1937. So this period may be said to present us an appropriate 
scene where we can comfortably analyse the normal relationship between Japa- 
nese national economy and her foreign trade. 

The analysis of the gains from trade relevant to this research consists of 
two parts. In the first part we apply each criterion separately to the relevant 
data available and measure the results. In the second part we compare these 
results and try to evaluate the Japanese gains from trade. The second part is, 
I think, more important than the first. The results obtained in the first part 
sometimes involve contradictory statements among themselves. The terms of 
trade show clearly a declining tendency, the balance of trade is normally unfavour- 
able, but the multiplier effect of foreign trade is considerably high. If we could 
disregard the first two criterions and evaluate Japanese gains from trade exclusive- 
ly in terms of the third criterion, our task is rather easy to handle with. But 
such a procedure is not a proper way of interpreting a dymanic economic phe- 
nomenon. There is a close relationship between the unfavourable terms of trade, 
the rather heavy deficits in the balance of trade and the high multiplier effect 
of foreign trade. These are nothing but various aspects of one dynamic phe- 
nomenon. We must interprete the relative role of these three aspects, each of 
which contributes in its own way to the development of Japanese national eco- 
nomy. This is a problem we tackle with in the later sections of this paper. 


I. Trend in the Terms of Trade 


Let us first try to apply the first criterion, that is, the terms of trade index 
to Japanese foreign trade, and investigate whether it is possible to evaluate the 


1 This paper was originally written in Japanese in 1953 and contributed to the Quarterly 
Journal of Agricultural Economy, Vol. VII, No. 4, October 1953, pp. 1-48 (Gm Japanese). In 
translating it into English the original paper is revised. Original section I is omitted, and 
sections III and V are newly added. 
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gains from trade in terms of this criterion. 

Japanese terms of trade index has shown a downward trend from 1878 through 
1932. This downward movement becomes rather marked from the first decade 
of the twentieth century. Table 1 shows the ten years moving average index 
numbers of the terms of trade, the original indices of which are calculated by 


Table 1 Three major index numbers relating to 
Japanese foreign trade 


Paviods Volume of Volume of Terms of 
exports imports trade 
I (1878-1887) 10.76 10.51 124.41 
II (1883-1892) 16.35 15.77 125.58 
Tl (1888-1897) 22.99. 26.54 124,24 
IV (1893-1902) 31.79 40.78 125.50 
Vv (1898-1907) 45.12 58.56 129.80 
VI (1903-1912) 61.38 70.87 125.37) 
VIL (1908-1917) 94,23 81.32 107.36 
Vil (1913-1922 119.79 109.33 101.38 
IX (1918-1927) 133.46 154.83 108.47 
X (1923-1932) 170.42 183.85 104.78 
one annual index numbers are calculated by Toydkeizai Shimpo Sha (Oriental Econo- 
mist Co. 


Source: Nihon Boeki Seiran (written in Japanese). 


Tdydkeizai Shimpo Sha (Oriental Economist Co.) taking 1913 as the base year. 
The whole periods, 1878 through 1932, are divided into ten, each of which covers 
ten years and moves from period to period with an interval of five years. From 
period I through period VI the terms of trade remain rather steady. The annual 
rates of variation are comparatively small. These rates are as follows: 0.2% 
up from period I to period II, 0.2°4 down for period II to period III, 0.2% up 
for period III to period IV, 0.6% up for period IV to period V and 0.7% down 
for period V to period VI. The amplitudes of fluctuations are rather small. But 
after period VI suddenly there appear wide fluctuations among the terms of trade. 
The annual rates of variation are large, such as; 3.1% down for period VI to period 
VII, 1.1% down for period VII to period VIII, 1.49% up for period VIII to period 
IX and 0.7% down for period IX to period X. And from period VI through 
period X a marked downward trend is discernible. 

Table 1 also shows the ten years moving average index numbers of the volumes 
of exports and imports, the original indices of which are also prepared by the 
same company taking 1913 as the base year. These index numbers move upward 
steadily from period to period. The upward trends are indicated by the follow- 
ing equations 

logx=1.6285-+0.1352(¢—V) 
logy=1.6603-++0.1344(t—V) 
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where x is the quantity index of 
exports, y is of imports, ¢ the 
number of periods and V is the 
base period. The average annual 
rates of growth are almost the same 
for exports and imports. The rates 
are 6.4%. 

Compared with these conspicu- 
ous upward trends in the volume 
of foreign trade, the downward 
trend among the terms of trade 
presents us several questions. Are 
these unfavourable terms of trade 
the necessary prices we must pay 
in developing our. foreign trade? 
Do these terms imply our losses 
from foreign trade? And so on. 
These are important questions we 
will endeavour to anwser in the 
following sections. But before at- leaps ' 

< é Figure 1 Three Major Index Numbers relating 
tempting to anwser these questions, to Japanese Foreign Trade 
it would be better for us to break 
down the terms of trade into their 
component factors and make clear 
which factors play dominant parts in making the terms of trade decline. 


sloquinyy xapuy 


Disparities in exchange rates and relative prices 


The terms of trade are composed of two factors. One is the exchange rate and 
the other is the relative price level of import and export commodities. To clarify 
the relation between the terms of trade 7, disparity in exchange rates D, and 
discrepancies in relative price D,, let us first define the respective terms as fol- 
lows: 


[Terms of trade index] Tat 
wf 01 

while ,P,, is the average price index for export commodities, ;P), is for import 

commodities in terms of foreign currencies and F is for actual exchang rate. 


[Disparity index in exchange rates] 


E& aPy1 
D.= a ce cccccccccsvcsvccsccccosce (2) 
Eyes 
while gP,, is the index number for domestic general price level, ,P), the foreign 
general price level and E, the equilibrium exchange rate. 
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[Discrepancy index in relative prices] 
D 15 iP, 
Dp= oP ef eccvcccccccece o000(3 
e ¢Dp — a@Pu ts ePus (3) 
while zD, is the discrepancy index in relative prices among domestic economy 
and ,D, the foreign economy. 
From equations 2 and 3 it follows 


Dat Dea Por / iPor X aPo -E)= Pot af 


aPu/ Po /\ ¢Por Po 
Dp: D=T 
Therefore we obtain the equation 
D 
T=D,*D,= ‘D, o Dag rirertsseeteseeeceeneceensceeecsenes (4) 


From this equation it is clear that we can estimate the value of ;D,, if the values 
of 7, D, and gD, are known. This is quite a convenient relationship. The 
value of these three coefficients can be measured mainly from the domestic data, 
if the general price indices of dominant foreign countries are available, and then 
the value of the fourth coefficient estimated without much trouble. Thus the 
movement in terms of trade can be analysed mainly in terms of the changes in 
domestic economy without bothering much about the complicated movements 
among the foreign countries which have trade relationship with us. 

Two conditions are necessary for the terms of trade to remain constant. 
One is the equlibrium rate of exchange, that is, & is equal to E,. The other is 
that there are no discrepancies between the general price level and the price levels 
of import and export commodities, that is, D, is equal to unity. Thus it is clear 
that there are two cases for the terms of trade to become unfavourable. Case 
one is that the exchange rates are maintained in equilibrium level, but the average 
price of export commodities is low, or that of import commodities high, relative 
to general price level. Case two is that the relative price levels are stabilized, 
but the exchange rates are lower than the equilibrium rates. 

Then which factor is dominant in making our terms of trade unfavourable? 
Table 2 shows the results of our analysis. From this table we may obtain the 
following informations. (1) The period VII makes a turning point in the 
relative movements of these two factors, that is, D, and D,. So it is convenient 
for us to divide the whole periods into. two; one covers period I through period 
Vil and the other period VIII through period X. (2) In the earlier periods 
both the sterling rate and the dollar rate are generally lower than the equilibrium 
rates, but in the later periods the rates of exchange become high. (3) The 
relative price level of our export commodities shows clearly the downward trend. 
In the earlier periods the prices of export commodities are comparatively high, 
but in the later periods they decline considerably. (4) The former the foreign 
countries import Japanes commodities dear, and the latter cheap, relative to 
their general price levels. (5) Based on these informations, we may conclude 
that the comparatively favourable terms of trade in the first half of the periods 
are brought about by the higher price level of our export commodities, and the 
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Table 2 Disparities in exchange rates and relative prices —1913=100.00 


fonts Disparity hse FB of 
EDs rate rate dD yraD. aDa*,De i 
aD. sD. 

I (1878-1887) 130.39 81.31 77.49 106.02 101.04 124.41 
II (1883-1892) 125.06 86.56 83.63 108.19 104.59 125.53 
I (1888-1897) 128.10 87.86 84.72 P2ro5 108.53 124,24 
IV (1893-1902) 129.23 89.65 85.99 115.85 LZ. 125.50 
V_ (1898-1907) 122.28 96.11 95.85 117.52 tH EAL 129.80 
VI (1903-1912) ERIE 97.82 102.71 108.69 114.12 125.37 
VII (1908-1917) 101.40 95.27 92.60 96.60 93.90 107.36 
Vill (1913-1922) 97.98 107.62 97.85 105.45 95.87 101.38 
IX (1918-1927) 100.87 122.49 116.62 123.56 117.63 108.47 
XK (1923-1932) 96.70 111.01 117.78 107.35 113.89 104.78 


(1) Relative price index=average export price index-+general price index 

(2) Disparity index=actual exchange rate index+equilibrium exchange rate index 
Please notice that this disparity index 100.00 does not imply that actual exchange rate is 
strictly equal to equilibrium exchange rate, but there is no disparity relative to that in 
base year, 1913. However fortunately there is almost no disparity in exchange rate in 
1913, when actual sterling exchange rate is 100.159, and dollar rate 100.77%, of equi- 
librium exchange rate respectively. 


Source: (1) average export price index is that of Toydkeizai Shimpo Sha; (2) General price 
index is that of the Bank of Japan; (3) equilibrium exchange rate is taken from: “‘Monthly 
Movements in General Price, Exchange Rate, Purchasing Power Parity and Foreign Trade 
during recent 50 Years’’ (in Japanese) Nagoya Commercial College, Industrial Research 
Bulletin, Vol. XVII, No. 3. 
unfavourable terms of trade in the latter half by the lower price level. The 
former the gains in the price level of export commodities are greater than the 
losses in the exchange rates, and the latter the gains in the exchange rates are 
smaller than the losses in the price level of export commodities. Thus the move- 
ment of our terms of trade is brought about by the relative changes in the two 
factors, the price level of export commodities and the exchange rates. Then, let 
us proceed to analyse the conditions underlying the movement of these two 
factors respectively. 

The movement of the relative prices is easily explained by the changes in 
the composition by groups of our export commodities. In the first half of the 
periods the relative prices are high, and in the latter low. This change is brought 
about by the rise in the relative importance of manufactured goods among our 
exports. [able 3 shows the relative price indices of three groups of our exports. 
The statistical data cover only period VI throught period X. Before period 
VI the data are not available. All these indices show downward trend. But 
the rates of decrease are different among them. The relative prices of finished 
goods decline most severely, those of raw materials also decline but only slightly. 
Thus it is clear that the more important become our exports of finished manufactured 
goods, the more severely decline the relative price level of our export commodities. 
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Table 3 Relative prices and terms of trade 


1913=100.00 
Relative price indices Terms of trade 
raw semifinished| finished raw Rhee finished 
materials goods goods materials goods goods 

VI (1903-1912) 97 110 112 109 130 143 
VIL (1908-1917) 102 98 95 113 95 97 
Vil (1913-1922) 9) 96 89 122 89 70 
IX (1918-1927) 92 101 92 112 108 71 
X (1923-1932) 90 95 89 107 116 62 


Original data are taken from: Nihon Boeki Seiran (Oriental Economist Co.) 


The terms of trade by groups also show similar movement. The same explana- 
tion may be applied to the movement of the terms of trade. The relative rise 
in the exports of finished goods causes the downward movement of the general 
terms of trade. 

The movement of the exchange rates may be explained in terms of the bal- 
ance of trade or some other institutional factors relating to monetary system. 
From period I through period IV the relative level of our exchange rates is excep- 
tionally low. The average actual rate is about 15% lower than the equilibrium 
rate. From period V through period VII the relative level is still low, but the 
gap between the actual rate and the equilibrium rate becomes smaller. It is 
clear that the end of the nineteenth century makes a turning point in the move- 
ment of our exchange rate. What is the cause of this marked change? Our 
balance of trade also changes its behaviour around this period. But its change 
is in inverse direction, that is, from the favourable balance to heavy deficit. 
While our balance of trade is comparatively favourable, our exchange rate is 
low, and our balance becoming unfavourable, our exchange rate begins to move 
upward. Thus, the movement of our exchange rate can not be explained ade- 
quately in terms of our balance of trade. We must seek another way of expla- 
nation. 

The major factors determining the behaviour of our exchange rate is the 
changes in our monetary system. In 1871 the Meiji government enacted a new 
Monetary Law and adopted formally the gold standard. But, because of the 
heavy drain of gold, it was difficult for the government to maintain the gold 
standard. Our official exchange rate of gold to silver was considerably lower 
than the ratio prevailing in the international market. The result was obvious 
enough—gold flowed out and silver flowed in. In 1878 the government had to allow 
the silver dollar to circulate in domestic, as well as foreign, trade market. Since 
then our monetary system became de facto silver standard. Thus the price ratio 
of silver to gold became a major factor determining the level of our exchange 


Pee = 
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rate. In the end of eighteen sixties the price ratio was 1 to 15, in 1891 1 to 20.9 
and in 1894 1 to 32.5. The relative price of silver declined severely. This made 
our exchange rate unfavourable. In 1897 our monetary system returned to 
the gold standard and this time it was, in fact, maintained. This is the main 
cause for the recovery of our exchange rate around the end of the century. 
During the two decades, ranging from the end of the Sino-Japanese War 
to the outbreak of the World War I, Japan executed vigourously the industrial 
revolution. Our imports of various types of machineries and raw materials in- 
creased markedly and, in spite of the also rapid growth in exports, the balance 
of trade recorded a heavy deficit. To maintain the exchange rate the govern- 
ment planned, andsucceeded in, the importation of foreign capital. This is 
the only one period when Japan imported foreign capital in a substantial amount 
before the World War II. Hardly had the industrial revolution been completed 
when the World War I broke out, and an unprecedented large export surplus 
was recorded. After the War the exports declined and the balance of trade 
became again unfavourable. But the exchange rate was maintained high through 
spending up the gold reserve accumulated during the War. Thus the movement 
in exchange rate is closely related to the monetary policy of our government. 


II. Terms of Trade and the Elasticities of 
Exports and Imports 


Are these unfavourable terms of trade the necessary prices we must pay 
in developing our foreign trade? This is a question we will try to answer in this 
section. 

The behaviour in the terms of trade may be interpreted in terms of three 
economic factors, that is, the comparative growth rate of national income, the 
income elasticities of reciprocal demand and the price elasticities of imports and 
exports. Thus the unfavourable terms of trade may be caused by three factors. 
The first is the comparatively high growth rate of national income. The second 
is the comparatively high income elasticity of import demand relative to that 
of foreign countries. The third is the comparatively low price elasticity of im- 
ports relative to that of exports. The first two of these coefficients must be 
evaluated comparatively in relation to those in foreign countries. This makes 
our analysis extremely difficult. We can measure these two coefficients relating 
to our country. But, to evaluate these coefficients, we must also measure the 
weighted average of these figures relating to various foreign countries which enter 
into trade relationship with us. The shares of these countries in our foreign 
trade change from period to period. This makes our measurement of the weighted 
avarege coefficients almost impossible. As to the first two coefficients we confine 
ourselves mainly to the measurement of Japanese coefficients. In interpreting 
the figures obtained, we will rely on some simplifying assumptions and endeavour 
to state, as a first approximation, rather tentative judgments. As to the third 
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coefficient the task is much easier to manage. The evaluation required here 
is that of the comparative level of our price elasticities of imports and exports. 
These elasticities are not difficult to measure. And the comparative evaluaton 
is also easy. Our interpretation relating to this third factor is, I hope, more 
reliable than the former ones. 


Growth rate of national income and income elasticities 


The foreign countries, which have trade relationship with us, may roughly 
be divided into two groups. The one is the group of countries, the trading shares 
of which are declining through time, and the other is the group gaining in im- 
portance among our foreign trade. Most European countries belong to the first 
group and Asian and American countries to the second group. Around the end 
of the nineteenth century Europe, Asia and America share almost equally among 
them our total value of foreign trade. But since then European countries de- 
cline, and Asian and American countries gain, in the shares of our foreign trade. 
In this section the first declining group is represented by the United Kingdom 
and the second by the United States of America. 

Table 4 shows the growth rates of national income of three countries, that 
is, the United Kingdom, the United States of America and Japan. From this 


Table 4 Growth rates of national income 
—United Kingdom, United States of America and Japan 


United 
Kingdom 


United States 


n In 93/91 Is/Fe 


Period A 2.4% 1225 0.86 
Period B 0.5 q 4 7.80 1.56 


(1) Period A is 1877-85 through 1911-13 for United Kingdom, 1879-88 through 1909-18 
for U.S. A. and 1878-87 through 1908-17 for Japan 

(2) Period B is 1911-13 through 1924-29 for United Kingdom, 1909-18 through 1924-33 
for U.S.A. and 1908-17 through 1923-32 for Japan 

(3) Growth rates are average annual rates. 

Source: U.K. from Colin Clark, Conditions of Economic Progress, U.S.A. from Simon 
Kuznets, National Income, a Summary of Finding, and Japan from Yiazo Yamada ed. 
Japanese National Income Estimates (written in Japanese) 


table we may obtain two informations. (1) Our growth rate is comparatively 
high. (2) After the World War I our growth rate rises relatively to those of the 
other two countries. This upward trend in our growth rate may be one of the 
factors causing the downward movement in our terms of trade. 

Next we will measure our income elasticity coefficient of import demand. 
The results are: 1.97 for the period 1894 through 1915, 1.16 for 1919 through 1928 
and 0.93 for 1928 through 1937. These results are obtained from the following 
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equations. 
(1) For the period 1894-1915 we analyse the relation between the three years 
moving averages of logarithmic series of the volume of imports x,, and those 
of real income #,, and obtain the regression equation 
log #;=1.9705 log #,—1.9289 
?=0.7459 
(2) For the period 1919-1928 we analyse the relation between the logarithmic 
annual series of the volume of imports x, and those of real income x, and obtain 
the equation 
log #,=1.1622 log x.—0.2963 
7° =0.8923 
(3) For the period 1928-1937 
log #;=0.925 log 7,.—1.9289 
2=(.864 
Our income elasticities of import demand are considerably high. These 
high income elasticity coefficients, together with the high growth rate of national 
income, bring about the high rates of increase in import demand. Thus these 
two factors may be used to explain why the level of our terms of trade are general- 
ly low. But this way of explanation is not satisfactory for our purpose. Be- 
cause it can not explain why our terms of trade move downward. This peculiar 
behaviour of our terms of trade is what we endeavour to explain. The income 
elasticity coefficients move downward from the eighteen nineties through the 
nineteen thirties, and the terms of trade also decline during this period. How 
can we explain the relation between these two movements? One possible ex- 
planation is that the decline in the value of elasticity coefficients is more than 
amply counterbalanced by the rise in the growth rate of national income. But 
unfortunately this is not true. The former being greater than the latter, the 
growth rate of our import demand also shifts downward. Thus, unless the down- 
ward shift in the growth rate of the import demand among foreign countries is 
more severe than ours, we cannot interprete the downward movement of our 
terms of trade in terms of import demand. The comparison in the movement 
of import demand becomes our next task. This problem is also difficult for us 
to solve satisfactorily. We have to resort to an easy and rough method. Let 
us confine ourselves to the comparison between the United States of America 
and Japan. 
The import volume index x in the United States increase annually 1.1% 
from 1919 through 1933, as is indicated by the equation 
log «=2.1662+0.0047(¢— 1926) 
During the same period the import volume index x» in Japan shows the follow- 
ing tendency 
log #=2.2305+0.0136(t— 1926) 
‘Japanese growth rate is 3.2°%, which is almost three times as high as in the United 
States of America. Of course, these are the growth rate of the quantities import- 
ed, but not of the import demand schedules. But the difference in the figures 
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between two countries is so large that we may be allowed to infer from this the 
relative movement in import demand. Japanese growth rate in import demand 
has shown a downward movement after the World War I, but, compared with 
the rate in the United States, it is still high. And the United States is one of 
the most rapidly advancing countries. So it is probable that the growth rate 
of our import demand is comparatively high relative to those among the foreign 
countries which have trade relationship with us. This comparative highness 
in the growth rate of our import demand may be one of the major causes for our 
declining tendency in the terms of trade. 


Price elasticities of imports and exports 


Next we will examine the values of price elasticities of imports and exports. 
If the elasticity coefficient of imports is smaller than that of exports, we may 
safely infer that the terms of trade are likey to become unfavourable. Measur- 
ing the price elasticities of imports and exports, we obtain the following results. 

(1) For the period 1894-1915 we analyse the relation between the three years 
moving averages of logarithmic series of the volume of imports s,, those of the 
volume of exports s7,, and those of the terms of trade 4, and obtain the equation 

log #1;=0.8129 log #2.+0.7568 log #3;—1.1834 
R’?=0.9661 
The price elasticity coefficient of imports is 0.7568. Reversing the variables, 
we obtain 
log #2=1.1884 log #,;—1.0000 log #3+-1.6738 
R?=0.9803 
The price elasticity coefficient of exports is 1.0000. 

In this period the coefficient of import is lower than that of exports. Our 
import demand is less elastic than our export demand to the changes in the terms 
of trade. This period roughly covers the above mentioned period IV through 
VII when our terms of trade index is still high. These comparatively favourable 
terms of trade suppress the volume of exports to the lower level than that of im- 
ports (see the table 1) 

(2) For the period 1919-28 we analyse the relation between the logarithmic 
annual series of these three variables and obtain the equation 

log #%7,;=0.8238 log #2+1.0798 log #3—1.7492 
R?=0,.8954 
The price elasticity coefficient is 1.0798. Reversing the variables, we obtain 
log #,=1.0819 log #,;—1.2642 log 73+2.3197 
R?=0.9084 
The coefficient of exports is 1.2642, which is again higher than that of imports. 
This period correspond to the above mentioned period IX, when our terms of 
trade index becomes lower than those in period IV through VII. In spite of the 
unfavourable terms of trade the volume of imports index is larger than the volume 
of exports index. 
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(3) For the period 1928-1938 we obtain 
log #,;=0.5714 log #.+0.2857 log w3+0.2653 


R?=0.8914 
log 7,=0.9648 log #,;—0.9377 log #3+1.9752 
R?=0.9680 


The coefficient of imports is 0.2857 and that of exports 0.9377. Our imports 
become extremely inelastic to the decline in the terms of trade while our exports 
are still relatively elastic. This period covers the time of the Great Depression 
and Recovery. Please notice that our exchange rate severely declined in 1932 
through the suspension of gold remittance and the terms of trade also become 
quite unfavourable. This abrupt decline in exchange rate is not so effective in 
checking our imports, but considerably strengthens the competitive power of our 
export commodities. Our exports expand rapidly and precipitate our recovery 
from the Great Depression. 

Compared with the elasticity coefficient of exports, that of imports is always 
lower and the difference between them becomes larger from nineteen twenties 
through nineteen thirties. This declining tendency in the relative value of im- 
port elasticity coincides with the same tendency in the terms of trade. Thus 
the movement in the terms of trade can be expained in terms of the relative value 
of price elasticities. This approach is more satisfactory than the former ones. 


III. Terms of Trade, Imports of Raw Materials and 
Exports of Finished Manufactured Goods 


In section I we have indicated that the rise in the importance of finished 
goods among our exports may be one of the major factors making our terms of 
trade unfavourable. In this section we will further pursue this relation. 

Figure 2 shows the movements of the ouptut of manufacture (excluding that 
of domestic industry), the exports of finished goods, the imports of raw materials 
and the terms of trade for the period 1903 through 1931. Please notice that 
the terms of trade here is not the general terms of trade, but that of the exports 
of finished goods relative to the imports of raw materials; and that they are plotted 
inversely in the graph, so that the rise in curve implies the drop in the index. 

From this figure we obtain two important informations. 

(1) Three indices—the output of manufacture, the exports of finished goods 
and the imports of raw materials—show similar upward trend. The average 
annual rates of growth are 7.0% for the output of manufacture, 6.5% for the 
exports of finished goods and 6.4% for the imports of raw materials. 

(2) While the output of manufacture and the imports of raw materials increase 
rather smoothly, the exports of finished goods show a considerable fluctuation, 
the cycle of which is similar to that of the terms of trade. The behaviour of ex- 
ported finished goods curve corresponds to that of inversed curve of terms of 
trade. From this we may infer that the imports of raw materials are quite in- 
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elastic, but the exports of finished 
goods are rather elastic, to changes 
in the terms of trade. 

The movement in the output 
of manufacture may be duely ex- 300 
plained in terms of the imports 
of raw materials. We analyse the 
correlation between these two 


350 


250} 


indices and obtain the equation 4&3 
log m=1.0748 log r—0.0779 * 500 imports 
7?=0.9469, 71=0.982 5 of raw 
where m is the index number of the § eRo tT eA of 


output of manufacture and + is that Ls 


of imports of raw materials. The 
elasticity of output is 1.075. 10% 
increase in the imports of raw ma- 
terials induces normally 10.75% 
rise in the output. 

What, then, is the relation 
between the output of manufacture 
and the exports of finished goods? 
The next equation answers this Figure 2 Output of Manufactures, Volume 
question. of Trade and Terms of Trade 

log f=0.0338-++0.9858 log m 

r*°=0.9333, r=0.9627 
f is the index number of the exports of finished goods. The elasticity of exports 
is 0.986. 10°% increase in the output of manufacture induces normally 9.8% rise 
in the exports of finished goods. Thus 10% increase in the imports of raw mater- 
ials induces 10.6% rise in the exports of finished goods. If the terms of trade 
play no parts in this relation, Japanese economy can grow rapidly through the 
increase in the imports of raw materials while keeping her balance of trade stable. 
But unfortunately this is not true. The terms of trade do play her part. We 
have already noticed in the figure 2 that there is a similar cycle in the terms of 
trade and the exports of finished goods. Analysing this relation, we obtain the 
equation 


goods 


terms of trade 


ae ae 
1903 =: 1907 1912 1917 1922 1927 1931 
years 


log f=0.9435 log m—0.3692 log t—0.0779 
R?=0,9435, R=0.9714 

where ¢ is the index number of the terms of trade. The price elasticity of our 
exports of finished goods is 0.36. The value of elasticity is rather small. 
Nevertheless it is clear that the rise in the terms of trade checks the increase in 
our exports of finished goods. 

In order to increase our output of manufacture it is inevitable for us to in- 
crease our imports of raw materials, and in order to increase our exports of manu- 
factured goods it is also necessary for us to take the unfavourable terms of trade. 


1958] JAPANESE GAINS FROM TRADE, 1878-1932 139 


Its main results are two. One is unfavourable balance of trade. Another is 
economic fluctuation. As to the former we will analyse in the later sections. 
As to the latter we may notice the following. Production, real national income 
and the volume of imports grow almost smoothly in Japanese economy. Never- 
theless our national economy has experienced economic fluctuations, the major 
cause of which may be found in the changes in our exports related to the instability 
in the behaviour of our price movement. 


IV. Terms of Trade and Gains from Trade 


Our terms of trade have moved downward in the course of development in 
foreign trade. If the terms of trade are the adequate criterion for evaluating 
the gains or losses from trade, our foreign trade may be deemed to have incurred 
considerable losses upon our national economy. We must investigate further 
whether such a judgment is valid or not. 

The unfavourable terms of trade imply ceteris paribus losses from trade. 
But in the dynamic process of trade other things do not remain constant. One 
of the most important factors among the “other things” is, of course, the com- 
parative costs. We will take this factor out from the box of ceteris paribus. 

Theoretically speaking, the terms of trade T is, under equilibrium condition, 
related to the average comparative costs C through the equation 

USC 

where 7 is the elasticity of the comparative costs as to the increase in output. 
The terms of trade correspond to the marginal comparative costs, which is, in 
turn, no less than the product of the average comparative costs and the said elas- 
ticity coefficient. If this coefficient is equal to unity, we can not obtain any 
gains from trade. But as the competition among trading countries is not perfect, 
this coefficient is ordinarily greater than unity and the gains from trade become 
obtainable. We may safely assume that this elasticity coefficient is an indicator 
of the gains from trade. Let us call this coefficient the degree of gains from trade. 
If the comparative costs schedule remains stable and only the reciprocal demand 
schedule shifts to right, the terms of trade become unfavourable and the degree 
of gains smaller. Under such conditions the declining terms of trade imply the 
narrowing margin in gains from trade. Supposing that both the comparative 
costs schedule and reciprocal demand schedule shift to right, the result is rather 
complicated. In this case the terms of trade may become unfavourable, but 
we cannot judge from this movement alone whether the degree of gains becomes 
smaller or not. An additional information is necessary. That is, we must evaluate 
the comparative shift in these two schedules. 

In section II we have analysed the factors causing the movement in terms 
of trade. Among the three factors we may take out the comparative growth 
rate of national income as the strategic shift variable relating to the reciprccal 
demand schedule. Then, what is the shift variable in comparative costs schedule? 
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The comparative growth rate of productivity is that variable. As in the case 
of the factors relating to the terms of trade, the modifying adjective “comparative” 
attached to the variables makes our measurement of them extremely difficult. 
The measurement of the comparative growth rate of productivity is no less diffi- 
cult than that of national income. Here again, let me allow the placing of the 
measurement in foreign countries into the ceteris paribus closet, and confine 
myself to the comparison in two shift variables relating to Japanese economy. 
The variables treated here are the growth rate of national income and that of 
labour productivity in manufacturing industry. The former is related to our 
import demand schedule and the latter to our costs schedule in export industry. 
This is only a first and rough approximation. But we are not certain whether 
any second and better approximation lies within our means. 

Relying upon such simplyfying assumptions, we proceed to state the follow- 
ing relationship as the working hypothesis. If the growth rate of national income 
is greater than that of labour productivity and at the same time the terms of 
trade decline, it is almost impossible to maintain gains from trade. Under such 
conditions the losses in terms of trade may not be counterbalanced by the rise 
in productivity among export industry. But if the labour productivity grows 
more rapidly than the national income, the gains from trade can be maintained 
in spite of unfavourable terms of trade. 


Table 5 Growth rate of national income and that 
of labour productivity 


unit=% 
Growth rate of 
per capita Terms of trade 
national income income in 
mfr. 
1878— 87->1883— 92 ‘ees A 0.4% 0.2% 
1883— 92->1888— 97 3.6 0.9 1S, LOY 
1888— 97->1893-1902 pil 0.8 0.2 
1893-1902->1898-1907 0.9 oe 0.6 
1898-1907-—>-1903— 12 Pail 0.6 ZS OE7. 
1903— 12->1908— 17 3.2 3.7 /bdseret ih 
1908— 17-+1913— 22 4.0 4.0 7S Wile! 
1913— 22+1918— 27 3.8 4.7 1.4 
1918— 27->1923— 32 4.4 4.1 ZXOAOER 


Source: (1) income data from: Y. Yamada ed. Japanese National Income Estimates 
(written in Japanese) 
(2) terms of trade from; Todydkeizai Shimpo Sha, Boeki Seiran (written in 
Japanese) 


Table 5 shows these two shift variables together with the rate of variation 
in our terms of trade. In section I we have indicated that our terms of trade 
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remain almost stable in the first half of the whole periods under consideration 
and then become unfavourable in the latter half. From Table 5 it is clear that 
while in the first half the national income grows more rapidly than the labour 
productivity in manufacture, this relation is reversed in the latter half. The 
rise in productivity becomes more pronounced than the growth rate of national 
income, and the terms of trade begin to decline markedly. Thus the period of 
declining terms of trade coincides with that of rising productivity. This is not 
a mere coincidence. We may be allowed to state that the relative shift in the 
movement of our national income induces the terms of trade to decline, but the 
losses in terms of trade is more than amply compensated by the gains in produc- 
tivity in manufacturing industry. Of course this statement is only tentative 
and open to questions. But we may at least safely say this much. In spite 
of unfavourable terms of trade Japanese economy gathers gains from trade through 
the improvement in productivity. 


V. Terms of Trade and Wage Rate 


The unfavourable terms of trade are, of course, not agreeable things. They 
are the burdens Japanese economy has to bear. Who bears these burdens? 
It is commonly believed that they 
are mainly born by labourers with 
low wages. Let us call this view 
the cheap labour theory. Then how 
far is this theory verified by the 
facts? real wage 

Figure 3 shows the movements 
in the terms of trade, labour pro- 
ductivity of factory industry, real 
wage rate and per capita real agri- 
cultural income in terms of index 
numbers (with 1913 as the base 
year) in the course of 27 years, 1903 re 
through 1930. Please notice that productivity 
here again, as in section III, the 
terms of trade are that of finished 
goods exported relative to raw 
material imported and_ plotted 
inversely in the graph. 

The real wage rate of so called 
cheap labour rises at the average 


agricultural 
income 


siequinu xeput 


terms of trade 


: : 903 1907 1912 1917 +1922 +1927 +1930 
annual rate of 4.8% during this : me 
period. This rate of increase is Figure'§ Redd Wage, Zebour 


undoubtedly high. But compared Productivity and Agr. Income 
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to the rate of increase in the labour productivity in factory industry it is lower. 
The labour productivity rises annually at the rate of 5.3%. Comparatively 
speaking Japanese labour is cheap. But this does not mean that the real wage 
rate is tied down to the minumum level of subsistence. 

Analysing the relation between the labour productivity and the real wage 
rate with one year lag, we obtain the equation 

log w=0.3306+0.8552 log p 
v?=0.7252, r=0.8516 
where w is the real wage rate index and p the labour productivity index. The 
elasticity coefficient of real wage rate is 0.855. 10% rise in the labour productivity 
induces with one year lag 8.6% up in the real wage rate. Let us add one more 
variable to the equation. A variable to be added is, of course, the terms of trade 
index. The result is shown by the equation 
log w=0.9367-+0.9226 log p+0.3824 log t 
R?=0.7486, R=0.8653 
where ¢ is the terms of trade index. The value of productivity elasticity coeffi- 
cient of real wage rate rises somewhat and becomes 0.923. This implies that 
if the terms of trade remain constant, 10% rise in productivity induces 9.2% 
up in real wage rate. But if the terms of trade decline, the real wage rate is de- 
pressed. The relevant elasticity coefficient is 0.382. 10% decline in the terms 
of trade induces 3.89% decrease in the real wage rate. This is the real meaning 
contained in the cheap labour theory. 

During this period the labour forces employed in factories grow at the annual 
rate of 2%. This rate is greater than the population growth rate. Population 
grows at the annual rate of 1.3%. How can the capitalists employ the increa- 
ing number of labourers with comparatively low wages? 

Farm population supplies the additional labour forces with low wages. The 
low level of living among them depresses their supply price of labour to urban 
factories. 

Per capita real agricultural income rises slowly at the annual rate of 0.3% 
during this period. Analysing the relation between the real wage rate of factory 
labourers and per capita real agricultural income, we obtain the equation 

log a=1.61833-+-0.2808 log zw 
v=0.6775 
where q is the per capita real agricultural income index. The relevant elasticity 
coefficient is 0.281. 10°% rise in the real wage rate in urban area induces only 
3° up in the real agricultural income in rural area. Thus rise in real wage rates 
enlarges the gap between the levels of living in urban and rural areas. This 
is the reason why labour forces always move from rural to urban area whenever 
job opportunities are offered there. 

The story of the unfavourable terms of trade leads us to the door of the cot- 
tage of small peasants. We are tempted to open the door and interview our 
ordinary peasants. But we must return to the statistical measurement and ask 
what is the multiplier effect of our foreign trade. 


J 


JAPANESE FOREIGN TRADE AND 
ECONOMIC GROWTH: 
WITH SPECIAL REFERENCE TO 
THE TERMS OF TRADE* 


By Kiyoshi Kojima 


Assistant Professor of International Economics 


I. Problem 


With respect to the role of foreign trade in the economic growth of Japan, 
there is a stereotyped vicious circle theory, which is recurrently reproduced with- 
out apparent consideration of its origin and development. Most Marxian eco- 
nomists in Japan, consciously or unconsciously, take this stereotyped point of 
view. Professor Shinohara, who is not a Marxian economist, recently presented 
an interesting modern version of the stereotype in an effort to explain the process 
of Japanese economic development prior to World War II.! The substance of 
this stereotyped vicious circle theory of Japanese economic development may 
be summarised as follows: 

(a) On the supply or cost-price structure side, the inflow of cheap rice (par- 
ticularly from the former colonies, Korea and Formosa) permitted a lower cost 
of living and general wage level; the inflow of cheap rice forced primary industry 
to shrink relative to other sectors and to provide secondary industry with a reser- 
voir of cheap labor; the abundant supply of cheap labor from the agricultural 
sector reduced the cost of manufactures, particularly those with high labor content, 
resulting in a relatively small labor share and fairly high capital share; the low 
cost of manufactures with high labor content made exports expand rapidly; the 
high capital share sustained capital accumulation and industrialization at a rapid 
rate which was far above that in foreign countries. 

(b) On the demand side, the low wage level and low labor share made do- 
mestic demand for the quickly expanding output of manufactured goods so small 
that an outlet for them had to be sought abroad; in order to force exports to in- 


* I am indebted to Professors J. Richard Huber, Alan Gleason, Miyohei Shinohara, Masa- 
hiro Tatemoto, Kiyoshi Matsui, Kaname Akamatsu for their helpful comments on an earlier 
draft written in Japanese. Such defects as remain in the paper are, of course, my own res- 
ponsibility. 

1 Professor Miyohei Shinohara has written several articles on this topic. A good summary 
of his own is presented in his essay, ““The Contribution of Foreign Trade to the Long-Run 
Development of Japanese Economy,” Kokusai Keizai (in Japanese), ed. by the Japan Society 
of International Economics, No. 6, May 1955, pp. 60-78. 
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crease at a rapid rate, the terms of trade had to be deteriorated through strategic 
lowering of export prices; a greater rate of industrial growth than that of foreign 
countries tended to create a latent deficit in the balance of trade, which in turn 
necessitated a further deterioration in the terms of trade?; the burden of the 
deterioration in the terms of trade was wholly shifted to laborers and farmers, 
for whom there remained little possibility of raising their real income and level 
of living. 

Thus the vicious circle may be summarised as a set of causal relations bet- 
ween cheap labor, the narrowness of the domestic market in the face of a rapid 
rate of capital accumulation, and the need for an export drive, which required 
in turn cheap labor. According to the stereotype view, the Japanese economy, 
over the long run, grew rapidly merely in quantity of population, capital, produc- 
tion and foreign trade and this quantitative expansion did not contribute very 
much to improving the real income and welfare of farmers and laborers.* It is 
understood that foreign trade was necessary for the rapid quantitative expansion, 
but it was regarded as the very cause of the vicious circle because of an inherent 
tendency toward deterioration in the terms of trade. 


* In a two country model, the change in country I’s trade balance is shown by the follow- 
ing formula: 


dB 
st Wn) + eR ER 


where B, stands for the balance of trade of country 1, 7, and 7, for the price elasticity of the 
import-demands of countries 1 and 2, €, and e, for the income elasticity of their import-demands, 
y, and r, for the rates of change through time in the price levels of the exports of the two count- 
ties, and R, and RF, for the rate of change through time in the national income of the respec- 
tive countries. 

This formula was expounded by Harry Johnson, but Shinohara also independently pre- 
sented essentially the same one. See, H. G. Johnson, ‘‘Increasing Productivity, Income and 
Price Trends, and the Trade Balance,” Economic Journal, Sept. 1954, pp. 466-467. Miyohei 
Shinohara, op. cit., pp. 61-62. 

According to the formula, supposing that €, equals e, and that 7,+-7, is larger than unity, 
then if R, is larger than R,, the trade balance of country 1 tends to be a deficit balance. In 
order to maintain an equality between exports and imports, (y,—7,) should be positive, or, 
in other words, the terms of trade should change against country 1. The degree of the de- 
terioration in the terms of trade depends upon the amount of potential deficit and the value 
of 7,+7,- Such reasoning as the above is the basis on which Professor Shinohara contends 
that the Japanese terms of trade had a long-run tendency toward deterioration. 

However, the facts of historical development make Professor Shinohara’s use of the formula 
in this case highly doubtful. The country 2 mentioned in the formula represents a group 
of countries with which Japan (country 1) trades. The formula is applicable only if the group 
of trading countries remains unchanged. Actually Japan’s trading area has expanded rapidly 
through time. Consequently, even if the rate of economic growth of each trading country 
is lower than that of Japan, the multiplication of trading countries may result in an increase 
in their aggregate import-demands for Japanese exports sufficient to meet an increase in Japa- 
nese import-demands for their exports. 

* It must be taken into account that a huge increase of material output was needed merely 
to maintain the same real income per capita for the rapidly growing population. 


=, 
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T seriously doubt, however, the truth of the contention of Professor Shinohara 
and others that the terms of trade of Japan showed a long-run tendency to de- 
teriorate, and that the vicious circle had persistently occurred since our indust- 
rialization around 1890. It seems to me that their generalization is too sweep- 
ing. In this paper, I shall try to show first that the deterioration in the terms 
of trade occurred only in the two periods of rapid transformation or of structural 
change in 1905-13 and in 1932-37. Secondly, an attempt will be made to show 
through analysis of the unique features of various key indices and of the balance 
of payments, that the vicious circle, as described above, was confined to the 
period of 1932-37. Thirdly, it will be shown by an analysis of the gains from 
trade that, except for the vicious circle period, our foreign trade has contributed 
much toward raising the real wage level. My investigation will be confined mainly 
to the analysis of the terms of trade® and related matters during the period from 
1890 to 1937. 


Il. Commodity Terms of Trade 


Chart 1 depicts an index of the Japanese commodity terms of trade (1913 
=100), in which the Oriental Economist series, 1873-1928, is connected with 
the Yokohama Specie Bank series, 1928-1938. Recalculation and some revi- 
sions may be needed,* but in this paper those series are used for the time being 
without any modification. 

What trend one may interpret from the chart is a problem. Some may 


* Lockwood’s view has led to alarm and repercussions in Japan particularly among the 
stereotype theorists. In comparing the indices of manufacturing production and exports 
of manufactures to foreign countries, he states that ‘‘About all one can say is that their [the 
two indices’] behavior also fails to bear out the notion that Japanese industry developed mainly 
to serve a foreign market, or that it found its major stimulus in export opportunities.” ‘The 
home demand for Japanese manufactures thus absorbed continuously most of the output 
of industry, as well as primary products and services. It developed pari passu with the ex- 
pansion of overseas trade.’”’ William W. Lockwood, The Economic Development of Japan, 
Growth and Structural Change 1868-1938, Oxford University Press, 1955, p. 369. 

At another place (p. 309) he says, ‘‘the idea that the drive for foreign markets was the 
motor force of Japanese industrialization is nothing but a literary invention. It has little 
relationship to the facts.” 

5 The several kinds of terms of trade referred to in this paper are defined as follows: 

Let eP and iP stand for the price of export and import respectively, and let suffix 0°and 
1 represent the base and current years. The (net) commodity terms of trade will be 


eP, | th, 
Chea) oboe 
Let eQ stand for the ee ae then the income terms of trade will be 


ee 20; 2) fe 


Let eF stand s the unit cost oh export in terms of labor input, then the single factoral 
terms of trade will be - nl ( iP ti ek 


eF, J’ 
(a eQ, ) 
or a) / (= iP, M 
6 Professor J. Richard Huber is trying to revise the Japanese terms of trade figures. 


and the factoral income terms of trade will be 
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Chart 1 Terms of Trade, Japan and United Kingdom 1913=100 
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Source: for Japan, see the Appendix of this paper; for the United Kingdom, C. P. Kindleberger, 
The Terms of Trade, 1956, pp. 12—13. » 


conclude that there is a long-run tendency toward deterioration in the Japanese 
terms of trade’ by drawing a straight line from 1907 down to 1937. I prefer,® 
however, to infer the following step-like changes shown by dotted lines on the 
chart. 

In Period I, 1880-1905, the terms of trade were constant at about the 125 
level, although cyclical fluctuations were experienced. 

In Period II, 1906-13, the terms of trade deteriorated rapidly from 142 in 
1906, the second year of the Russo-Japanese War, or 145 in 1907 to 100 in 1913, 
the average annual rate of deterioration being 3.75%. 

In Period III, 1913-31, the terms of trade were again kept fairly constant 


7 Professor Shinohara takes a view that the terms of trade deteriorated to one third of 
1903 to 1937 and the deterioration prevented a deficit in the balance of payments and support- 
ed the rapid expansion of exports. Miyohei Shinohara, op. cit., p. 64. 

§ Cf. William W. Lockwood, op. cit., pp. 317-318. 
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at the 100 level, although big cyclical fluctuations, particularly an unfavorable 
change in 1918 and quite a favorable change in 1922 and 1923, took place. 

In Period IV, 1931-1937, the terms of trade again deteriorated rapidly from 
100 to 60.8, the average annual rate of deterioration being 5.8%. 

Thus, we can distinguish the two periods of decline from the two periods 
of level trend. 

The tendency of Japan’s terms of trade may be compared, as shown in Chart 
1, with that of the United Kingdom’s, which is presented by Professor Kindle- 
berger.’ The comparison is obscured by the facts that, from 1870 to 1900, Japan 
was a primary-good exporting country while England was a highly industrialized 
nation, and that World War I gave rise to quite different effects on each country. 
It is, however, clear that no deterioration corresponding to that of the two periods 
of decline in Japan can be seen in England, and that, moreover, there is a sharp 
contrast between the two countries in the tendency of the terms of trade during 
1929-38. It may be better to infer, as Professor Kindleberger shows,! that the 
English terms of trade, especially the current-account terms of trade, were kept 
fairly constant throughout 1870-1937. England experienced, however, a great 
deterioration in the terms of trade from about 1800 to 1870.2. This is the period 
of decline in England, which may correspond to Japan’s two successive periods 
of decline. 

The decline in the terms of trade appears, in Japan as well as in England, 
in the period of rapid transformation in the composition of industries and foreign 
trade from agriculture to light industries and then to heavy and chemical industries. 
It is usual for every industry to experience three phases of growth: (i) a rising 
rate of growth of output, (ii) a slower rate of growth of output, and (ili) an absolute 
decline in output.2 In a period of transformation, one group of industries grows 
up rapidly and the other group declines gradually. The growing industries reduce 
costs of production and prices owing to advanced equipment, the economies of 
scale, etc., while the declining industries experience overproduction and sell their 
products at very low prices, just covering their variable capital expenses. Thus, 
both the growing and declining industries in combination make the terms of trade 
deteriorate greatly. Moreover, the growing new industries usually need addi- 
tional imports of capital goods and raw materials, but they are not yet able to 


® Charles P. Kindleberger, The Teyms of Trade, A European Case Study, The Massachusetts 
Institute of Technology, 1956, pp. 12-13. 

1 Charles P. Kindleberger, ibid., p. 27. He refers there to the terms of trade of industrial 
Europe as a whole. 

* According to Imlah, the English export price index (1880=100) fell from 414.1 in 1800 
to 109.6 in 1860 and 118.7 in 1870, while the import price index fell from 202.0 to 114.3 and 
115.5, and therefore the terms of trade deteriorated during the period by 50% or more. See, 
Albert H. Imlah, ‘‘The Terms of Trade of the United Kingdom, 1798-1913,” Journal of Eco- 
nomic History, Nov. 1950, pp. 177-182. W.W. Rostow, The Process of Economic Growth, Norton, 
1952, Chap. 9, and Appendix III. 

8 See, for example, Walther G. Hoffmann, British Industry, 1700-1950, translated by W. 
O. Henderson and W. H. Chaloner, Oxford, 1955, especially pp. 180-186. A similar idea 
was independently developed and verified in Japan by Professor Kaname Akamatsu, ‘“Types 
in the Development of Our Imported Industries,”’ Shogyo Keizai Ronso, Vol. 15, 1932, pp. 
179-210, and The Hitotsubashi Review, Nov. 1956, pp. 68-80. 
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cover the additional imports by their own exports. In order to accomplish the 
transformation of industrial structure, the additional imports should be covered 
either by foreign borrowing or by an export drive of the old declining industries. 
If an industry declines mainly because of a decreasing and inelastic demand abroad, 
then the export drive of the declining industry results in a heavy deterioration 
in the terms of trade. 

Once the growing industries reach the second phase and some balance between 
various industries is established, each industry expands steadily with accompany- 
ing cyclical fluctuations of output and prices due to changes in domestic and foreign 
demands. This is the period of balanced growth of industries, in which the terms 
of trade are also kept fairly stable as a trend though involving cyclical fluctua- 
tions. The fluctuation in the terms of trade during this period is governed mainly 
by business cycles and changes in incomes and prices abroad, while the deteriora- 
tion tendency in the period of transformation stems mainly from domestic causes 
such as cost-saving improvements in the growing industries and the cut-throat 
drive toward exports in the declining industries. 

It is not easy to show a clear picture of structural change in industries and 
foreign trade. The change in the proportion of gainful workers employed in 
secondary industry (shown in Table 1) reflects a rapid industrialization, firstly, 
in the period from 1893-97 to 1908-12 and, secondly, in the period from 1928-32 


Table 1 The Percentage of Total Gainful Workers 
Employed in Secondary Industry 


Period % Period Ds 
1893-97 10.4 1918-22 shy 
1898-1902 11.8 1923-27 VIEL 
1903-07 ie 1928-32 16.8 
1908-12 14.8 | 1933-37 19.5 
1913-17 16.4 1938-42 2oan 


Source: Kazushi Ohkawa et al., The Growth Rate of the Japanese Economy Since 1878, 

Kinokuniya, Tokyo, 1957, p. 28. 
to 1938-42, and shows a fairly stable percentage in the case of secondary industry 
during the inter-transformation period. Table 2 shows that during the inter- 
transformation period, i.e. from 1919 to 1931, the percentages employed in the 
textile and the heavy and chemical industries relative to all manufacturing re- 
mained fairly stable, and that after 1932, the heavy and chemical industries ex- 
panded rapidly while the textile industries contracted. 

It is more difficult to show a clear picture of the structural change in foreign 
trade, for exports or imports are so diversified and multiplied year by year that 
each item, particularly if recently introduced, does not amount to a large enough 
sum to be dealt with separately. The composition of exports in Table 3 represents 
a shift, first, from food and crude materials to semi-manufactures during the period 
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Table 2 Gainful Workers in Textile and Heavy and Chemical 
Industries as a Per Cent of Total Gainful Workers in 
all Manufacturing Industries 


: Heavy and : Heavy and 

Year Tada irene Year pee Sova ei 
e % % %, 

1909 63.4 122 1934 45.7 34.4 
1914 62.1 15.6 1935 43.6 36.7 
1919 55.0 24.8 1936 40.9 40,2 
1925 Do.7 25.1 1937 36.6 44.4 
1928 52.2 27.9 1938 32.2 51.0 
1930 53.7 24.9 1939 Paps S)35) 
1931 54.6 24.6 1940 24.8 58.3 
1932 52.1 27.4 1941 22.0 59.7 
1933 49.8 29.2 1942 17.2 66.6 


Heavy and chemical industries consist of metals, machines and chemicals. 
Source: Economic Planning Board, Data Paper on the Employment Problem, Series No. 7, 
1957. 


Table 3 Composition of Exports (Per Cent of Total Value) 


Food ; oe 
2 el 5 Eom rest attra eee Miscellaneous 

20.49 10.45 40.77 24.52 377 

11.94 10.53 47,24 27.92 Zeon 
9.83 8.12 51.87 29.22 0.96 
6.29 5.60 48.40 38.52 1.18 
7.61 4,22 42.01 44.55 1.61 
9.12 3.99 37.70 47.52 1.67 
7.8 4.2 25:7 59.8 (ag 


Source: The Oriental Economist, The Foreign Trade of Japan, A Statistical Review, 1935, 
p. 450. 
Ministry of Finance, Foreign Tvade Return of Japan, 1938. 


1893-1913 and, secondly, from semi-manufactures to finished manufactures during 
the period 1923-1937. As Table 4 may partially suggest, the expansion of ex- 
ports from 1893 to 1913 took place mainly in raw silk and cotton yarns, both 
being classified as semi-manufactures. From 1923 to 1931 exports expanded 
in the line of raw silk and cotton fabrics, the latter of which accounts for the in- 
creased proportion of finished manufactures. The increased proportion of finished 
manufactures in 1937 as compared with 1931 is due to the expansion of cotton 
fabrics on the one hand, and on the other to the addition of new exportable com- 
modities such as artificial silk, steel, medicine, chemicals, iron-manufactures, 
machines, shipbuilding, etc. 
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Table 4 
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Exports of Selected Commodities as a Per Cent of 
the Value of Total Exports 


[April 


Coal a Sill Cotton i Steel Medicine, 
Refined} Silk | Fabrics} Yarns | Fabrics} Wares | Silk Chemicals 
1903 6.7 PAST 10.1 10.9 2.4 
1913" S27 2D 29.9 6.2 alee) Bee) 
1923, 7155 1.0 39.1 6.4 5.4 16.2 1.6 0.3 
1929 1.1 1.4 36.3 7.0 iy 19.2 1.8 0.2 
1931 Mees 1.3 Ole 3.8 0.8 1 iar LZ 3.6 0.6 2.4 
1936 = 0.4 0.8 15.8 Shi Ta) 20.2 io) ore 2.8 3.2 
2.6 18.3 


The same as Table 3. 


Source: 


I cannot agree with the view that the terms of trade in Japan showed a per- 
sistent tendency to decline over the long run. The terms of trade in Japan show, 
as I have depicted above, clearly distinguishable periods of level trend and dec- 
line, and consequently they do not support the sweeping generalization of a steady 
long-run deterioration. Moreover, from the technical point of view of the cal- 
culation and statistical significance of the terms of trade,‘ a long-run trend might 
have no validity, particularly when an economy grows so quickly and both im- 
ports and exports change so greatly in character as was the case in Japan.° 

I have endeavored to show that the two periods I have defined as periods 
of decline in the terms of trade were unique periods of rapid transformation in 
the structure of Japanese industry and trade. In addition, I have pointed out 
theoretical and historical relations between the structural transformation and 
the deterioration in the terms of trade. In order to know whether or not the 
deterioration in the terms of trade during the periods of transformation was the 
result of the vicious circle mechanism, it is necessary to examine further the ex- 
tent to which export drives actually took place, the balance of payments diffi- 
culties, and changes in the cost-price structure of industries. These examina- 
tions will be made successively in the following sections. 


Ill. Were Japanese Exports Driven? 


The Japanese economists who adhere to the vicious circle stereotype claim 
that by deteriorating the terms of trade strategically, the Japanese economy 
has driven exports abroad because of the narrowness of the domestic market. 
Foreigners also condemn the rapid expansion of our exports, particularly in the 


* Many cautions needed are suggested by Robert E. Baldwin, ‘‘Secular Movements in the 
Terms of Trade,” American Economic Review, May 1955, pp. 259-269. 
5 See, William W. Lockwood, op. cit., p. 317. 
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1930’s, in the name of “‘exchange dumping” or “‘social dumping.” It is of course 
not easy to prove whether Japanese exports were driven or not, but it will be 
shown that there was a clear difference between the period of level trend, 1913- 
31, and the period of decline in the terms of trade during the 1930’s. 

Firstly, Chart 2 depicts the manufacturing production (Nagoya series),é 
the volume of exports’ and the income terms of trade. Since the manufacturing 


Chart 2 Indices of Manufacturing Production and Volume of Exports, and 
Income Terms of Trade 1873—1938 (1913=100) 


Manufacturing Production 


Volume of Exports a 
ibe css Income Terms of Trade ee ae +200 


95 1900 5 


Source: Appendix 


production index is considerably under-estimated for early periods, 1905 may be 
a good starting year for comparison purposes. In 1905-1917 or 1918, both the 
manufacturing production and the export volume indices rose steadily together 
at a rapid rate, although the latter oscillated a little more widely. In the post- 
war depression, 1919-21, and in 1923, the year of the great earthquake, the 
growth of manufacturing production was arrested, while exports declined, and 
a wide gap between the two indices appeared. Again from 1922 to 1929, except 
1923, both indices rose rapidly in parallel fashion, a wider fluctuation being 
experienced in the latter. After a decline of both indices during the world 
economic crisis, both increased rapidly following 1931, but here exports expanded 
not in parallel fashion but faster than manufacturing production. This was a 
unique feature of the 1930's. 

The difference between the volume of exports and the income terms of trade 
accounts for the change in the commodity terms of trade. Up to 1913 the in- 
come terms of trade were above the export volume index, for the commodity 
terms of trade were kept more favorable than in 1913, the base year. Between 
1913 and 1931, the income terms of trade were occasionally above and sometimes 


5 “Honpo Seisan Suryo Shisu,”’ Shogyo Keizai Ronso, Vol. 16, No. 3, Nov. 1938, pp. 478-479. 
™ This covers only the trade of Japan Proper with foreign countries, not including Japan’s 
colonies. 
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below the export volume index due to cyclical fluctuations in the commodity 
terms of trade. From 1932 to 1937, the income terms of trade diverged widely 
below the export volume index, and this was obviously brought about by a big 
deterioration in the commodity terms of trade. Such a growing divergence is 
seen only in the 1930’s. The difference between the degree of the correlation of 
the export volume and the income terms of trade for the period prior to 1930 
and for the 1930’s is more clearly shown by Chart 3. 


Chart 3 Export Volume and Income Terms of Trade 


apery jo swisay auoouy 


(001 =€I6T) 


1 1 
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Export Volume Index (1913= 100) 


Source: Appendix 


It may be safely inferred that manufactures were not driven abroad during 
a period such as 1905-31 when the volume of exports, which consisted mainly 
of semi- and finished manufactures, grew in parallel fashion with or at a slower 
speed than manufacturing output. The export-drive was confined to the period 
of 1932-37, when exports expanded faster than manufacturing output and the 
commodity terms of trade deteriorated enormously. The period of 1905-13 
was another period of rapid industrial transformation and of deterioration in the 
terms of trade, but it had many dissimilarities as compared with the 1930’s. A 
further study is needed for the period of 1905-13. 

Secondly, Table 5, which is calculated from Hilgerdt’s Industrialization and 
Foreign Trade,’ confirms our above conclusions as far as the comparison of changes 
in production and exports of manufactures by periods in Japan is concerned.’ 

* League of Nations, Industrialization and Foreign Trade, written by Folke Hilgerdt, 1945. 


* In 1936-38, the manufacturing production increased by 79% relative to 1930, while manu-~ 
facturing exports increased by 85%. 
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As compared with more advanced countries, which are our competitors in manu- 
facturing exports, and with the world as a whole, in the first period of 1906-10 / 
1911-13, Japanese manufacturing production increased faster than that of foreign 
countries while Japanese manufacturing exports expanded as rapidly as those 
of the United States and a little faster than those of the world. In the second 
period of 1921-25 / 1926-29, Japanese manufacturing production increased a 
little faster than that of foreign competitors and of the world while the expan- 


Table 5 Production and Trade in Manufactured Articles 


Production 

United Germany United 
Period States Kingdom 
(a) (b) (a) (b) (a) (b) 
1906-10 78.7 100 80.8 100 83.1 100 
ee 91.6 116 97.4 121 O35), m2: 
1921-25 129.3 100 77.7 100 76.4 100 
II + 1926-29 163.6 127 112.2 144 92.6 12h 
1930 148.0 114 101.6 131 91.3 120 
1926-29 163.6 100 112.2 100 92.6 100 
Il 4 1931-35 LS a2 O06 | St 92.3 100 
1936-38 166.6 102 13853" 123 tal oe 13 


Germany United 

Period States Kingdom 
(a) (b) (a) (b) (a) (b) 

1906-10 65.6 100 7350 LOO 82.2 100 

a cbeobs 90.2 138 9357" 127 96:07 147 
1921-25 108.7 100 61.2 100 68.4 100 

I + 1926-29 biotin Ble, Woe, LT oyenif MB 
1930 160.2 147 91.3 149 68.2 100 
1926-29 175.7 100 (eds 100 82.7 100 
Ill 4 1931-35 95.0 54 fs) 185 50.8 61 
1936-38 5 154.8 88 84.0 108 62.9). 116 
a ————e en 


Column (a) is the original index, the base of which is 1913=100. fg 4 
Column (b) shows each period in a given group as a per cent of the first period in that 
group. 1 

Source: League of Nations, Industrialization and Foreign Tvade, 1945, p. 130, p. 157, 
pp. 162-163. 
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sion of Japanese manufacturing exports lagged far behind that of the United 
States. The situation was, however, quite different in the third period of 1926- 
29 / 1936-38, in which not only manufacturing production increased faster in 
Japan than in other countries but Japanese manufacturing exports expanded 
enormously in contrast to other countries’ contraction or slow recovery from the 
world crisis. It may be concluded that only in the third period did Japan engage 
in an export drive and intrude into competitor’s markets. 

Thirdly, it is said that the export proportion, i.e. the ratio of exports 
to national income, is more likely to increase in a period of depression than it is 
in the immediately preceding period of prosperity and that it is inversely correlated 
with the terms of trade which are said to deteriorate during depressions.! The 
phenomenon is called ‘crisis exporting’, in which the deterioration in the terms 
of trade plays the same role as in the vicious circle mechanism,” though the former 
results in an export drive of a short-run nature and the latter results in that of 
a secular nature. 

Chart 4 shows the Japanese terms of trade index and export proportion 
index, the latter of which is calculated by first dividing the export volume index 
by the real national income index, and then taking as 100 the export proportion 


Chart 4 Terms of Trade and Export Proportion Index 1903—1938 (1913=100) 
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} See, Werner Schlote, British Overseas Trade, from 1700 to the 1930's, translated by W. H. 
Chaloner and W. O. Henderson, Oxford, 1952, pp. 75-79. 

* Professor Shinohara stressed the similarity of the role of the terms of trade played in 
crisis exporting and in his vicious circle mechanism. See, Miyohei Shinohara, ‘““The Economic 
Development and Foreign Trade of Japan,” Nippon Keizai-no Kozobunseki, ed. by Ichiro 
Nakayama, Vol. 2, 1954, p. 108. 
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thus obtained in 1913 (15.2% when exports to Korea and Formosa are excluded 
and 17.2% when they are included). The two indices apparently show a fairly 
good inverse correlation throughout the whole period from 1905 to 1937. First- 
ly, the export proportion decreased and the terms of trade improved in 1918-23 
when the world business cycle was downward and the Japanese economy suffered 
the great earthquake. During the world economic crisis of 1929 to 1930, both 
indices decreased, and then the terms of trade improved while the export propor- 
tion decreased from 1930 to 1931. Secondly, the export proportion increased 
and the terms of trade deteriorated when the world economy was prosperous 
in such periods as 1905-13, 1913-18 (World War I), and 1923-29. Now, the first 
set of facts is quite contrary to the crisis exporting theory and also to the vicious 
circle theory. The second set of facts has no connection with the crisis export- 
ing theory, and scarcely supports the vicious circle theory. 

Concerning the period during 1932-37, there still remains a question. From 
the point of view of the short-run business cycle, it was a period of slow recovery 
of the world economy and of rapid expansion of our economy. However, from 
the point of view of secular trend, it was a period of secular stagnation of the world 
economy which might, as the vicious circle theory assumes, necessitate a deteriora- 
tion in the terms of trade in order to increase the export proportion in Japan. 
It may be concluded that only in the period of 1932-37 were Japanese exports 
persistently driven abroad in the face of an unfavorable world economic situa- 
tion. 

Fourthly, it is not enough to analyse only the terms of trade. The compo- 
nents of the terms of trade and the export volume also should be investigated. 
The indices of these variables are drawn in Chart 5. In period II, 1913-31, there 
was a fairly regular cyclical pattern of behavior evident in these indices, as Profes- 
sors Morgan and Paish pointed out* with reference to the United Kingdom. Since 
the price fluctuation in primary commodities was wider than in manufactured 
goods, in the upward phase of the world business cycle Japan’s import prices rose 
first; the increase of purchasing power among primary goods exporting countries 
resulted in the increase of Japanese export volume,' which was then followed by 
. rise in our export prices; our terms of trade deteriorated, for the rise of import 
prices was faster and greater than that of export prices mainly due to the dif- 
ference of price elasticities. In the downward phase of the world business cycle, 
import prices fell first at a greater rate than that of the succeeding fall in export 
prices, and as a consequence the terms of trade became favorable while the 
volume of export declined or grew at a slower rate than otherwise. 

In period I, 1905-13, and in Period III, 1931-37, however, all indices showed 
not a cyclical pattern but a kind of trend. In period I, the import price index 


8 D. J. Morgan and P. W. Paish, ‘‘The Purchasing Power of British Exports Further Con- 
sidered,’’ Economica, Nov. 1955, pp. 329-335. See also, R. L. Marris, ‘“The Purchasing Power 
of British Exports,’ Economica, Feb. 1955, pp. 13-28, and “The Purchasing Power of British 
Exports—A Rejoinder,’’ Economica, Feb. 1956, pp. 67-70. F 

“The decline in the export volume in 1923 was irregular. since it was brought about by 
the great earthquake in that year. 
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Chart 5 Indices of Import Price, Export Price, Export Volume 
and Terms of Trade (1913=100) 
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Source: Appendix 


rose substantially; the volume of exports increased at a rapid rate with the export 
price index fairly constant; consequently the terms of trade deteriorated enor- 
mously. In period III, the trend pattern was about the same as in period I, 
except for the rising trend of the export price index in the former period. It 
seems to me, however, that there was some fundamental difference between the 
two periods, although a thorough analysis has not yet been made of period I. 
In period I, the world economy was prosperous and expanding rapidly and, there- 
fore, our import prices rose. In period III, the world economy was sluggish 
and in “Sturm und Drang,’”’ and import prices were deliberately pushed up as 
a result of our drastic exchange depreciation. Other differences will be noted 
presently. Thus, it may be concluded that only in period III did Japan try 
deliberately to expand her exports.® 

Fifthly, according to Professor Tatemoto’s calculation® there exists a con- 
spicuous difference in income and price elasticities between 1924-29, on the one 
hand, and 1932-37, on the other hand. The income elasticity abroad for our 
exports decreased from 1.70 in the first period to 0.90 in the second period, while 
the price elasticity increased from 0.10 to 0.94, both elasticities being estimated 
by multiple correlation. The elasticity of substitution of world demand for 
Japanese and competitor’s exports showed a fivefold increase from 0.45 to 2.20. 
These changes in elasticities tell us that our export price cuts worked effectively 


° Professor Lockwood seems to be right in stating that “‘...periods of high incomes in Japan 
were apt to be periods of high incomes and high prices abroad. A notable exception was 
the Japanese economic recovery after 1931 in the midst of continuing world depression. Even 
then the yen prices of imports rose steeply as national income increased, owing to the deprecia- 
tion of the currency.”’ William W. Lockwood, op. cit., p. 380. 

° Masahiro Tatemoto and Hiroya Ueno, Keizai-kozo no Keiryo-keizai-teki Bunseki, Osaka 
University, 1957, pp. 105-108. 
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for expanding trade in 1932-37, while our exports were influenced predominantly 
by changes in the world incomes during 1924-29. 

In short, all indices, which have been examined from five points of view, 
show that only the period of 1932-37 had the unique features of an export drive 
supported by a huge deterioration in the terms of trade. It may be safely in- 
ferred that those unique features were the causes and effects of the vicious circle 
mechanism which was peculiar to that period. Obviously, in the period of 1913- 
31, our exports varied not as a result of a deliberate export drive policy, but in 
accordance with the world business cycles. 


IV. The Balance of Payments 


It may be worth inquiring if a latent tendency toward a recurrent deficit 
in the balance of payments has really existed, as the vicious circle theorists argued, 
and, if so, what kind of deliberate policy has taken place in order to overcome 
the latent deficit. The task is not easy since the ex-post account of the balance 
of payments is always kept in balance and, in the aggregate, it indicates nothing 
about latent forces. However, a gold movement, which is apt to be an accommo- 
dating factor in the balance of payments, may suggest something important. 

The relation between the net and gross terms of trade as shown in Chart 
6 gives a good picture of changes in the balance of trade. In the base year, 1913, 
an import surplus amounted to 16.5% of the total import value. When the 
gross terms of trade were above a line marking 84.5, our balance of trade incurred 


Chart 6 Net and Gross Terms of Trade (1913=100) 
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an import surplus, and when they were below our balance of trade enjoyed an 
export surplus. From the chart, it is clear that Japan experienced an export 
surplus in 1915-18 and in 1932-38, while an import surplus occurred in other 
periods. A clear co-variation between the two terms of trade is seen, except 
where large fluctuations of the gross terms of trade took place such as in 1905, the 
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year of the Russo-Japanese War, and in 1923, the year of the great earthquake. 
The co-variation shows, as would be theoretically expected, that a downward 
change in the gross terms of trade, i.e. an improvement in the balance of trade, 
tends to pull down the net terms of trade and vice versa. It is apparent, there- 


fore, that the net terms of trade did not deteriorate because of the occurrence 


of an import surplus. 
improving, particularly in 1905-1914 and 1932-1937. 


Instead, they deteriorated while the balance of trade was 


In any case, there is no 


evidence in these facts of the operation of the vicious circle mechanism. 


Table 6 The Balance of Payments, 1904—1936 


(in million yen) 


(1) (2) (3) (4) 
Balance of Balance of Balance of Gold 
Period Merchandise Invisible Current 2 
Trade Trade Account net export (+) 
surplus (+), deficit (—) (1)+-(2) net import (—) 
I. 1904-1914 —727.4 —260.5 —987.9 + 78.6 
Annual Average (— 66.1) (— 23.7) (— 89.8) (+ 7.2) 
Tl. 1915-1919 +1,219.2 +1,843,9 +3,063.1 —622.8 
Annual Average (+243.8) (+368.8) (+612.6) (—124.6) 
I. 1920-1929 —4,214.9 +1,896.3 —2,318.6 —452,2 
Annual Average (—421.5) (+189.6) (—231.9) (— 45.2) 
IV. 1930-1931 —30L.1 +216.6 — 84.5 +674.9 
Annual Average (—150.5) (+108.3) (— 42.2) (+337.4) 
V. 1932-1936 —237.5 +767.3 +529.8 +133.4 
Annual Average (— 47.5) (+153.5) (+106.0) (+ 26.7) 
Total —4,261.7 +4,463.6 + 201.9 — 188.1 
as Oe . (6) , 7 (7) ’ (8) 
‘hanges in ayments in apita : 
Period Outside Gold | Gold (4)-+(5) | Movements Reeiduat 
net decrease(-++-) |net payment(+)| net inflow (+)] (3)+(6)+(7) 
net increase (—) |net receipt (—)| net outflow (—) 
I. 1904-1914 —198.8 —120.2 +1,370.4 +262.3 
Annual Average (— 18.1) (— 10.9) (+124.6) (+ 23.9) 
Tl. 1915-1919 —1,130.5 —1,753.3 —1,405.0 — 95.2 
Annual Average (—226.1) (—350.7) (—281.0) (— 19.1) 
I. 1920-1929 +1,088. 1 +635.9 — 9.8 —1,692.5 
Annual Average (+-108.8) (+ 63.6) (— 1.0) (—169.3) 
IV. 1930-1931 +167.3 +842,2 —380,6 +377.1 
Annual Average (+ 83.7) (+421.1) (—190.3) (+188.6) 
V. 1932-1936 — 78.7 + 54.7 —945.3 —360.8 
Annual Average (= 15.8) (+ 10.9) (—189.1) (— 72.2) 
Total —152.6 —340.7 —1,370.3 —1,509.1 
Source: Zaiset Kinyu Tokei Geppo, ed. by the Ministry of Finance, No. 5, 1950. ~ 
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Table 6 shows the balance of payments, according to Ministry of Finance 
.estimates which are generally considered among the most reliable.’ In this table, 
a shipment of silver is included in merchandise trade. It is assumed that gold 
shipments in column (4) and changes in outside gold in column (5) consist of pay- 
ments in gold in column (6). Capital movements in column (7) are badly imper- 
fect estimates and ambiguous. Throughout the whole period, 1904-1936, the 
import surplus of merchandise trade, 4,261 million yen, was covered by the net 
receipts of invisible trade, 4,463 million yen, maintaining a favorable balance in 
the current account. Consequently, regardless of the capital movements, which 
were really small in amount as compared with total exports and imports, our 
trade was kept well in balance during the whole period and resulted in a small 
amount of gold receipts, 340 million yen. The pattern of balancing the pay- 
ments, however, differs in each sub-period. 

In period I, 1904-1914, both merchandise and invisible trade incurred a 
deficit amounting to about 1,000 million yen, but the deficit was covered with 
no difficulty by the net inflow of capital, 1,370 million yen, leaving a net receipt 
of gold of 120 million yen. Following the establishment of the gold standard 
in 1897, which was made possible by the inflow of the Chinese war indemnity, 
a good amount of foreign capital flowed in. The Russo-Japanese war expendi- 
ture and the post-war industrialization were financed in substantial part by foreign 
capital amounting to 1,784 million yen® in 1904-1914. Thus, it may safely be 
said that in 1904-1914, because of the enormous inflow of foreign capital, Japan 
did not actually experience a balance of payments problem even though she en- 
gaged in rapid industrialization. Japan did not in this period take any deliberate 
measures for an export drive, for it is reported that, in 1914, “Japan had two 
alternatives: either to raise the specie holdings of the Bank of Japan or to adopt 
deflationist measures whereby to depress commodity prices and so accelerate the 
export trade... But just when the authorities were on the point of installing this 
new plan, the World War broke out, changing the financial situation entirely.’ 

In period II, 1915-1919, both merchandise and invisible trade earned enormous 
foreign exchange, amounting to 3,063 million yen, and consequently there was 
no worry about the balance of payments pressure. Japan acquired gold in the 
amount of 1,753 million yen and the remainder was used to pay off old foreign 
debts and to lend capital abroad in the estimated amounts of 245 and 830 million 
yen respectively.! 

In period III, 1920-1929, Japan experienced a huge import surplus, 4,215 
million yen, 45% of which was covered by the export surplus of invisible trade, 
and a net deficit of 2,319 million yen remained to be covered. The Government 
did not take any positive measures to foster exports but paid a part of the deficit, 
amounting to 636 million yen, in gold, which was acquired during World War 


1 Zaisei Kinyu Tokei Geppo, ed. by the Ministry of Finance, No. 5, Jan. 1950. 

8 The Oriental Economist, The Foreign Trade of Japan, A Statistical Review, 1935, p. 24. 
® The Foreign Trade of Japan, ibid., p. 24. 

1 Zaisei Kinyu Tokei Geppo, ibid., p. 5. 
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I. A certain amount of capital, 990 million yen,? was borrowed from abroad. 
No satisfactory explanation seems to be available concerning why column (7) 
of Table 6 shows 9.8 million yen of outflow of capital in spite of a large amount 
of foreign borrowing. The total of the gold payment and the foreign borrow- 
ing is still short of the deficit in the current account. It seems to me that a large 
part of the shortage was covered by selling our foreign investment carried during 
World War I and a small part of it, particularly the deficit in 1929, was deferred 
to 1930-31. 

On January 11, 1930, in spite of the fact that the World Crisis had already 
started, Japan lifted, at the old par, the gold ban, which had existed since World 
War I. Then, a substantial amount, 842 million yen, of gold was sent abroad 
in a short period, and consequently the gold ban was restored on December 13, 
1931. A part of the drain of gold was accounted for by the deferred payments 
of the previous year, but a large part of it was due to a rapid capital flight. Thus, 
it may be concluded that, during 1920-1931 thanks to the gold reserve accumulated 
during World War I, Japan was able to meet trade deficits without resorting 
to any deliberate measures for an export drive. 

In period V, 1932-36, positive measures for a deliberate export drive started 
when the exchange rate was allowed to fluctuate freely at the end of 1931 and, 
internally, a reflationist policy was adopted. As Chart 7 shows, the deprecia- 


Chart 7 Competitive Exchange Chart 8 Exchange Rate and Purchasing Power 
Depreciation Parity between U.S. and Japan Immediately 
% after Abandonment of the Gold Standard in 


Japan in Dec. 1931 


44 Purchasing Power Parity : 44 


8 Other Sterling 26 
Countries 24 


1221234567 8 9101112123456789 


Té61 


1932 1933 


0 
WVINMNVINMVIDMNI Way 
1931 1932 1933 1934 1935 


Ginjiro Shibata, ‘‘Fluctuations of the Exchange Rate 


S. E. Harris, Exchange Depreciation, and Japan’s International Balance of Payments,” 
Cambridge, Mass., 1936, p. 422. Third Annual Report of the Japan Statistical Society, 
1934, p. 40. 


2 Ibid., p. 5. 
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tion of the yen was far larger and faster than the depreciation of major foreign 
currencies, and, as Chart 8 shows, it went in advance of and at a greater rate than 
the fall in the purchasing power parity.’ Needless to say, these changes stimulat- 
ed greatly the expansion of our export volume, though the increase of export 
volume failed to create an export value surplus because of the great deterioration 
in the terms of trade. The current account, however, had a surplus of 530 mil- 
lion yen. This surplus was not enough to cover our foreign investment amount- 
ing to 945 million yen as shown in Table 6. According to other estimates, our 
investments in Manchuria amounted to 1,388 million yen for the period 1932- 
36. Thus, we had a current account surplus, but we were required to ship gold. 

In short, the first structural transformation in 1904-14 was made easy in 
its finance by the inflow of foreign capital and did not necessitate an export drive 
and the vicious circle. Only in the second structural transformation period of 
1932 to 1936, did Japan experience a balance of payments difficulty not because 
of the pressure of an ordinary import surplus but in order to realise huge invest- 
ments in Manchuria and to import a large amount of war materials. In the inter- 
transformation period, the balance of payments deficits in 1920-31 were covered 
by gold and foreign exchange earned during World War I and neither an export 
drive nor the vicious circle mechanism occurred. 


V. Gains from Trade 


It has been made clear that the terms of trade in Japan sharply deteriorated 
in the two periods of industrial transformation, 1905-13 and 1932-37, but that 
they remained constant with respect to trend in the inter-transformation period. 
Moreover, there were so many substantial differences between the two transfor- 
mation periods that the vicious circle generated by an export drive may be said 
to have occurred only in 1932-37. In addition, it is expected that there may 
exist some differences in the gains from trade during 1932-37 as compared with 
the preceding period. Particularly, in order to judge if the vicious circle did 
occur or not, it is necessary to investigate the variations in the gains from trade 
which occurred as a result of different movements in labor productivity and the 
commodity terms of trade. We shall not be concerned here with wider effects 
of foreign trade on technological, cultural, social and political changes in Japan.® 
Instead, the analysis will be confined to evaluating gains from trade by means 
of several kinds of terms of trade. This method of evaluation is not adequate 
and encounters difficulties in the period of transformation arising from changes 
in the composition of industry and trade. It is hoped that a better technique 
of evaluation will be invented in the future. 
~ ® See, Ginjiro Shibata, “Fluctuations of the Exchange Rate and Japan's International 
Aaa of Payments,” The Third Annual Report of the Japan Statistical Society, 1934, pp. 


* Zaisei Kinyu Tokei Geppo, ibid., p. 6. 
5 See, for example, Lockwood, op. cit., pp. 318-346. 
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The net commodity terms of trade shown in Chart 1 and Chart 9 may not 
be a good index of the gains from trade except for short periods when other things 
such as the industrial structure, the trade pattern, the efficiency of production, 
etc. remain unchanged, although their changes have impacts upon and stimulate 
the re-orientation of the economy and trade as a whole. 

The income terms of trade shown in Chart 2 are a better index of the gains 
from trade. The compound rate of growth of the income terms of trade is 5.6% 
per year in 1905-13, 7.1% in 1921-29, and 5.7% in 1931-36. This means that 
the contribution of foreign trade to economic development in terms of the capacity 
to import (i.e., the purchasing power of exports) increased more rapidly in the 
period of balanced growth, 1921-29, than in the two periods of transformation, 
1905-13 and 1931-37. 


Chart 9 Indices for Exports 
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When technical advances and the reduction in the unit cost of exports in 
labor and capital are rapid and great, the commodity terms of trade do not repre- 
sent correctly the real gains from trade. Ifthe commodity terms of trade deteriorate 
less than the reduction in the unit cost of exports, some surplus still grows, leaving 
room for raising the real wage level and/or the capitalist’s profit. This kind 
of deterioration in the commodity terms of trade should be strictly distinguished 
from another kind of deterioration due to a true export drive which is necessitated 
by overproduction accompanying no technical advance. Thus the so-called single 
factoral terms of trade may be a better index than the commodity terms of trade. 

As shown in Chart 9, the unit cost of manufactured goods in terms of labor 
input® remained unchanged in 1914-22, but from 1922 to 1931 it decreased rapidly 
to 50% relative to 1914, and in 1932-36 it remained again unchanged. The dif- 


® Unfortunately there is no reliable series for years pricr to 1914. 
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ference of movement between the cost index and the commodity terms of trade 
may be considered to represent the changes of surplus in our export industry. 
The surplus increased very much in 1922-31 since the commodity terms of trade 
declined far less than unit cost, while the surplus decreased rapidly in 1932-36 
since the commodity terms of trade deteriorated enormously with unit labor cost 
fairly constant. The different tendencies noted above are reflected in the move- 
ment of the single factoral terms of trade. The factoral income terms of trade” 
shown in Chart 9 are the single factoral terms of trade modified by the index of 
export volume and may reflect a compound contribution of trade to the real wage 
level and to the volume of employment in export industries. They show how 
greatly the gains from trade increased in 1922-29, and that the rate of increase 
in the gains from trade was slowed down in 1932-36 despite the enormous increase 
in the export volume. Indices in Chart 9 also show the fact that only in 1932- 
36 was there an export drive under conditions of stable unit cost. Such a situa- 
tion would tend to set in motion the vicious circle mechanism. 

An investigation of similar indices for cotton fabrics and silk as representative 
export industries may help to clarify in which major industry and in what period 
the vicious circle occurred. The commodity terms of trade for the cotton fabrics 
are the ratio of the export price of cotton fabrics to the import price of raw cotton, 
and those for silk are the ratio of the export price of silk to the general price of 
wholesale commodities in Japan (no imported material is needed in the silk industry). 
By comparing Charts 10 and 11, it may be observed that the cotton fabrics exports 
were more successful than silk exports both in the expansion period, 1923-29, 
and in the export drive period, 1932-37, although both exports suffered equally 
severe set-backs in the world depression. Concerning the cotton fabrics exports, 
in 1923-31 the labor cost per unit was reduced to about a third, resulting in a 
huge increase of surplus, the rapid improvement of the single factoral terms of 
trade, and a big expansion of export volume. In 1932-37, the single factoral 
terms of trade became unfavorable because of the deterioration in the commodity 
terms of trade in the face of a fairly constant unit labor cost. The export drive 
of cotton fabrics was successful in the sense that the deterioration in the commodity 
terms of trade stimulated a rapid increase in export volume. Concerning the 
silk exports, however, in 1923-31 the commodity terms of trade deteriorated at 
the same rate as the reduction in cost (about 30%), leaving the trend of the single 
factoral terms of trade unchanged and providing no room for raising the real 
income level of farmers (earnings from work in the silk industry constitute an 
important part of farm income). Again in 1932-37, the commodity terms of 
trade deteriorated further at the same rate as the cost reduction, but the deterio- 
ration in the commodity terms of trade and the export drive did not bring about 
any expansion of the export volume because of the growing competition of syn- 
thetic fibers. Thus the vicious circle was more serious in the case of the silk 
industry and farmers than in the case of the cotton fabric industry and its laborers. 


7 See, Note 5 on page 145 above. 
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Chart 10 Indices for Cotton Fabrics 
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Chart 11 Indices for Silk 
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If similar indices for some of the new industries which were growing in 1932- 
37 were available, their comparison with the cotton fabric and silk industries, 
which were already stagnating, would be interesting. Unfortunately, reliable 
data are not available. 

What were the results in each period of economic development as far as labor 
income was concerned? Although a further study is needed, Charts 12 and 13 
may suggest something important. As shown in Chart 12, the real wage-income 
in manufacturing industry rose rapidly from 1914 to 1931 and then leveled off, 
while that in agriculture rose in parallel fashion up to 1925 and then fell. The 
gap between agriculture and manufacturing industry is partly explained by the 
difficulty in the silk industry. It is clear that the real wage-income increased 
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Chart 12 Real Wage-Income at 1913 Prices 
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Mataji Umemura, “Trend of Wage in Agriculture and Manufacturing Industry,” 
Nihon-no Keizai-to Nogyo, ed. by Seiichi Tohata and Kazushi Ohkawa, 1956, p. 198. 
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Chart 13 Labor’s Share in Manufacturing Industry 
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Mataji Umemura, ‘‘Labor’s Share in Manufacturing Industry,” 
Chingin Kihon Chosa, ed. by Ichiro Nakayama, 1956, p. 133. 


steadily in the period of balanced growth, 1914-31, while it increased slowly or 
decreased in the periods of industrial transformation and export drive, 1905- 
13 and 1932-37. These different features are more clearly seen in the trend of 
labor share shown in Chart 13. It may be concluded that only in the period 1932— 
37 did a rapid transformation of the economy and a deliberate export drive combine 
to give rise to the vicious circle and a serious pressure upon labor’s real consump- 
tion level. 


VI. Concluding Remarks 


I have tried to prove the incorrectness of the hasty generalization of the 
stereotyped theory that the drive for foreign markets was the motor force of 
Japanese industrialization over the long run, resulting in a vicious circle between 
the deterioration in the terms of trade and cheap labor. The vicious circle was 
confined to 1932-37, the period of war preparation, rapid transformation to heavy 
industry, and an investment rush to Manchuria. In view of the powerful political 
and military factors behind the deterioration of the terms of trade and the export 
drive, it is even possible that the vicious circle played a relatively minor role in 
the situation. Prior to the 1930’s, Japan experienced prosperous decades of 
balanced growth of industries and trade and steadily raised its real wage level. 
Since World War II, it seems to me, the Japanese economy and trade have recover- 
ed and are growing according to the pattern of the pre-1930’s, a pattern which, 
it is hoped, will not revert to that of the 1930's. 
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Appendix: Statistical Data 
Table A (1913=100) 


a  ——————— 


(1) (2) (3) (4) (5) (6) (7) (8) (9) 
Terms | Income} Produc- Export Cost of 
Price | Volume} Price | Volume of Terms | tion of Proportion Mfg. 
of of of ot Trade jof Trade < ci peer a 
‘Exports |Exports |Imports |Imports (1) (5) X (2) RealNationall of Lafor 
x 100 Goods €a, ona. 
(3) +100 Income Input 
1873 | 64.2 5.3| 61.9 6.3 | 103.7 a 1.3 % 
1874 | 56.4 5S) Ske 6.2 | 109.3 6.0 1.6 
1875 | 52.7 5.5 |. 554 TA BA 52 1.6 
1876 | 58.7 75 | 48:8 6.9 | 122.8 9.2 “eT 
1877 | 46.8 TDi) Bsa 7.0 | 86.2 6.9 2.0 
1878 | 47.1 8.7 | 48.9 9.2 | 96.3 9.4 25 
1879 | 53.6 BAvlo A6id le Oey B28, Seen Ore 3.0 
1880 | 57.7 7.8 | 44.6 1° a2 wooe)) tod 3.4 
1881 | 56.3 8.7 | 43.9 SE AFEDH OTS 3.6 
1882) 531] 11.3) 421 9.5 | 126.1 | 14.2 3.6 
1883 | 47.9} 11.9] 40.6 9.6 | 118.0 | 14.0 3.6 
1884 | 50.5] 10.7| 41.8 9.8 | 120.8 | 12.9 3.2 
1885 | 51.8 | if.4-| “39.6 ). 10.1.) 130.8), 14.9 3.4 
1886 | 546] 141] 404] 10.9] 135.1 | 19.0 4.7 
1887 |) 56.8.1 aaGo ALS Tas tayo) aaa 5.8 
1888) S15) 20.2 | 476, 18:00) TOR. 9 2S ie 
1889 | 566} 196 | 492 | 185 | 115.0] 225 a4 
1800 | 59,3] 15.01 47.1} 93,8.| 125.9 |) 186 8.5 
1891| 54.8] 23.0] 446] 19.3] 1229] 283 8.0 
1892) 62,6.) 23.0.) 445° 22.00) a40.7)) 132.4 9.5 
1893| 689} 20.6| 50.2| 241) 137.3) 283 10.1 
1894 | 71.0), 25.2.|, 615-| 26.20) 1154 |. 203 13.2 
1895| 79.0 | 27.2] 60.6 | 29.2 | 130.4 | 35.5 14.9 | gay | (sp) 
1896} 76.9 Me 24.2.) 64.25). S84) AOS Po a 17.3 | 9 2 
1897] 90.9] 31.9| 66.9] 45.0 | 1209] 386 17.8 | 8 | 2% 
18981) 86.8) 3052) | 06529) || Sal aad alan Wee Oss 20.4 | £8 BE 
1899] 90.9] 37.4] 67.3} 44.9 | 135.1 | 50.5 23.5 | ae ae 
1900} 101.3] 31.9] 814] 484 | 124.4 | 397 25.7.|.2 | Ye 
Batwa 
1901| 901] 44.3] 80.9] 43.4] 1114] 49.4 2.6|38 lo 
1902] 90.7| 45.0 | 73.9] 505] 1227] 55.2 321 | A¥ | as 
1903] 94.3 | 49.4] 71.7] 56.6] 131.3] 64.9 34.2 | 10.7 | 11.6 
1904 | 95.7] S82") 9ST | eet | ens 40.5 | 11.8 | 12.9 
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1905 
1906 
1907 
1908 
1909 
1910 


1911 
1912 
1913 
1914 
1915 
1916 
1917 
1918 
1919 
1920 


1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 


Coa sd 7th |) etd | 124 | a4 49.5 | 13.1 | 14.6 
109.4 | 57.4| 769 | 668] 142.3| 81.7 52.0 | 13.3 | 14.5 
118.4 | 53.7] 81.6] 755] 1451] 77.9 60:1.) 11.7 | 13.0 
105.2 | 53.6 | 79.8| 66.2| 131.8 | 70.6 60.0 | 11.0 | 12.3 
Get, | 646) 947 | (67.0 | 131.3.) 84.8 62.4 | 12.7 | 14.1 
92.2| 768] 84.6 | 73.6 | 1087] 83.5 72.4 | 14.9 | 16.8 _ 
(on) 
Ges) 7. 80.9) 73:5) 1073 | 76:3 81.0 | 11.7 | 14.3 mn 
96.1 | 85.3 | 94.3 | 87.6| 101.9] 86.9 82.9 | 13.4 | 15.6 = 
100.0 | 100.0 | 100.0 | 100.0} 100.0 | 100.0 100.0 | 15.2 | 17.2 — 
93.1 | 100.5 | 99.5] 838] 93.6] 94.1 101.5 | 15.6 | 17.7 100.0 
92.4 | 113.4 | 91.8} 81.7 | 100.7 | 114.2 105.0 | 19.4 | 21.7 99.0 
117.6 | 130.5 | 110.4 | 90.7 | 106.5 | 139.0 128.1 | 24.2 | 26.3 102.1 
147.6 | 146.5 | 161.0 | 989.0] 91.8 | 1345 148.1 | 26.2 | 28.4 108.1 
181.0 | 146.5 | 221.1 | 105.2 | 981.9] 120.0 166.4 | 23.2 | 25.4 109.3 
238.9 | 127.4] 238.9 | 126.3 | 100.0 | 127.4 179.5 | 15.6 | 17.6 105.3 
280.1 | 108.0 | 256.7 | 123.9] 97.4] 105.2 182.9 | 17.0 | 19.3 111.2 
184.1 | 101.5 | 162.7 | 130.6 | 113.2 | 114.9 180.6 | 12.6 | 15.1 105.9 
201.5 | 123.6 |: 156.6 | 162.1 | 128.7 | 159.1 210.6 | 14.5 | 16.7 04.1 
213.8 | 101.8 | 165.3 | 159.8 | 129.3] 131.6 226.3 | 11.5 | 13.4 123.8 
Pad 121510 | 48727 |. 478.9), 112.5 4). 147.4 244.8 | 13.9 | 16.2 131.8 
219.1 | 158.8} 209.9 | 174.2 | 104.4 | 165.8 251.6 | 16.2 | 18.8 134.0 
189.8 | 161.3 | 175.2 | 189.8 | 108.3 | 174.7 289.4 | 15.0 | 17.7 149.3 
167.8 | 174.7 | 154.0 | 200.5 | 109.0 | 190.4 305.8 | 16.0 | 19.1 156.1 
159.9 | 184.2 | 159.2 | 190.1 | 100.4 | 184.9 334.9 | 16.1 | 19.6 167.5 
156.7 | 204.8 | 153.2 | 199.2 | 102.3 | 209.5 371.0 | 17.5 | 21.2 166.9 
116.2 | 188.9 | 121.8 | 175.1 | 95.4 | 180.2 348.4 | 14.0 | 17.8 185.6 
87.9 | 194.9 | 987.7 | 194.3] 100.2 | 195.3 347.4 3.3 | 171 189.0 
91.5 | 230.2 | 102.8 | 191.8 | 89.0 | 204.9 381.0 | 15.7 | 20.1 197.6 
109.2 | 254.4 | 132.8] 1988] 82.2] 209.1 437.4 | 17.4 | 22.0 208.2 
Hey | 300.0") 142 | 212.2"! 72:7°| 218.8 484.6 | 20.0 | 25.7 204.9 
108.4 | 341.3 | 153.3 | 222.2 | 71.4 | 243.7 522.4 | 21.1 | 27.6 204.9 
107.9 | 373.0 | 156.0} 244.1 | 69.2 | 2581 557.4 | 21.7 | 28.9 
122.2 | 388.1 | 200.9 | 259.5 | 60.8 | 236.0 23.5 | 31.0 
125.0 | 321.2 | 193.7 | 199.5 | 64.5 | 207.2 17.7 | 25.9 


(1)—(4) The series of the Oriental Economist, The Foreign Trade of Japan, A Statistical 
Review, 1935, is connected in 1928 to the series of the Yokohama Specie Bank, Weekly 
Circular. These cover only the foreign trade of Japan Proper with foreign countries, ex- 
cluding trade with the colonies. 

(7) ‘‘Honpo Seisan Suryo Shisu,”’ Shogyo Keizai Ronso, Vol. 16, No. 3, Nov. 1938, pp. 
478-479. 

(8) National income and its deflator are Ohkawa series. The Growth Rate of the Japanese 
Economy, ed. by Kazushi Ohkawa, Tokyo, 1957, p. 247, p. 130. 

(9) Miyohei Shinohara, Shotoku-Bunpai to Chingin-kozo, Tokvo, 1955, p. 11. 
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THE EMPLOYMENT PROBLEM IN JAPAN 
IN NEXT TEN YEARS 


By Tokijiro Minoguchi 


Professor of Population Problem 


When we treat the employment problem in next ten years in Japan we must 
estimate how will develop in that period our population, especially our labour- 
force population that is the population which has ability and will to work. 

Recent Japanese population statistics show that while the birth rate had 
tended to fall very rapidly from 34-35 per thousand in 1920-1925 to 19 per thousand 
on the one hand, the death rate also at the same time had tended to fall very 
rapidly from 21-23 per thousand in 1920-1925 to 8.5 per thousand in 1949 on 
the other hand, and that as a result of it not only the natural increase rate had 
remained on the same high level, but the absolute number of yearly natural in- 
crease had raised very significantly from 0.6-0.7 million in 1920-1925 to 1.18 
million in 1950-1955 because the size of total population on which the rate of 
yearly natural increase is calculated had grown meanwhile by 39 million that 
is 50 per cent. 

However such movement in both birth and death rate will have to bring 
certain effects on the future development in population in Japan, as the past 
experiences in polulation movement in more developed countries such as Great 
Britain, Germany and United States of America have hitherto shown. Since 
falling birth and death rate implies lesser birth and longer living, when both birth 
and death rate cotinue to fall the proportion of older aged population will be 
more and more larger with their fall and as a result of it the age composition of 
population will shift from that in which the number of population decreases with 
the rise in age, as seen in the former times of high rate of both birth and death 
to that in which the number of population increases with the rise in age, so that 
the proportion of younger aged population will continue to fall and in place of 
it at first the proportion of adult, so-called “productive age’”’—15-60 years old— 
population and then that of old aged population will continue to grow till as a 
result of such growth the natural increase of population will slow down and then 
stop, because such increasing proportion of old aged population will cause further 
decline in birth rate in consequence of lesser ability to give birth and at the 
same time will bring increase in death rate. 

According to the estimate of the Japanese future population made by the 
Institute for Population Problem Research the absolute number of yearly popu- 
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lation increase in Japan will tend to decrease progressively: in 1953-1955 the 
population will increase in yearly average by one million and from 87 million 
to 89 million: in 1955-1965 it will increase in yearly average by 0.8 million and 
from 89 million to 97 million: in 1955-1975 it will increase in yearly average by 
0.6 million and from 97 million to 103 million: in 1975-1985 it will increase in 
0.6 million and from 103 million to 108 million: in 1985-1995 it will cease to 
increase: and thenthforth it will tend to decrease. 

However this fact does not imply that the increase in labour-force popula- 
tion which has ability and will to work will slow down in the next ten years. For 
as above explained, when both birth and death rate continue to fall, at least in 
its earlier stage in place of the proportion of younger population that of adult, 
so-called ‘“‘productive age’ population will grow and in consequence of it the 
latter population will grow in larger rate as the total population. According 
to the above mentioned estimate by the Institute for Population Problem Research, 
the “porductive age’ population will increase in 1953-1955 in yearly average by 
0.98 million and from 50.4 million to 52.2 million, in 1955-1960 in yearly average 
by 1.08 million and from 52.2 million to 57.6 million, in 1960-1965 in yearly average 
by 1.22 million and from 5.76 million to 63.7 million. Only from this time the 
increase in “productive age’ population also will slow down. Its yearly average 
increase amounts to in 1965-1975 0.61 million, in 1975-1985 only 0.18 million. 
This fact implies that the increase in labour-force population in Japan in yearly 
average amounts to 0.58 million in 1955-1960 and 0.65 million in 1960-1965 against 
0.53 million in 1954, and that in these next ten years the labour-force population 
will grow most rapidly. 


Il 


Now the question which we must answer here in treating the employment 
problem in next ten years in Japan is how this in next ten years ranidly growing 
labour-force population will be employed. To answer this question it is necessary 
to investigate how hitherto in Japan the rapidly grown labour-force population 
has been employed. . 

According to the Japanese population censuses, during 68 years from 1872 
to 1940 while the total population had increased from 35 million to 73 million 
and the occupied population also had grown from 17 million to 32.5 million, the 
population occupied in agriculture had remained almost stationary (14.5 million 
in 1872, 14.4 million in 1940) on the one hand, the population occupied in manu- 
facture and mining had increased from 0.83 million to 8.72 million and the popu- 
lation occupied in so-called “‘service industries” including commerce, transport, 
liberal profession and public servises had increased from 0.17 million to 4.48 mil- 
lion on the other hand. And as a result of it, while the proportion of the popu- 
lation occupied in agriculture had lowered from 83.7 per cent to 44.3 per cent, 
that of the population occupied in manufacture and mining had risen from 4.8 
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per cent to 27.0 per cent and that of the population occupied in”’ service industries” 
had also risen from 10.2 per cent to 28.8 per cent. It follows from this that, of 
the total occupied population which had increased during 1872-1940, 7.9 million 
that is 51 per cent had increased in manufacture and mining and 4.3 million that 
is 49.0 per cent had increased in “‘service industries.” 

It may be said that it is a cause and a result of the increase in productivity 
of labour caused by the development in division of labour and the rise in the level 
of real income per head that when the occupied population had increased with 
the increase in the total population, the industrial composition of the occupied 
population had in this way shifted from that in which the population occupied 
in agriculture constituted a greater part of the occupied population to that in which 
the proportion of the population occupied in manufacture and mining and then 
that of the population occupied in “‘service industries” is larger. 

It is a well known fact that division of labour which is a fundamental priciple 
of modern production economy increases productivity of labour. However in 
order to raise productivity of labour by means of realizing the advantage of divi- 
sion of labour, it is necessary that demand for any paticular product is not only 
massive and uiform but also stable and lasting. Because when the demand for 
that product is not massive and uniform any specialized man or machine, apparatus 
and plant etc. will not be used gainfully. Then because when the demand for 
that product is fluctuating and not stable, any specialized man or machine, ap- 
paratus and plant etc. will not be used all the time to the full. Lastly because 
when the demand for the product, even if not only massive and uiform, but stable, 
not lasting and for short time, any man or machine, apparatus and plant etc. 
will be unused during its life time. In these cases not the advantage but the 
disadvantage of division of labour will be realized. 

_Now in order to raise productivity of labour and level of real income per 
head by means of realizing the advantage of division of labour which depends 
on development in such massive, uniform, stable and lasting demand, it is neces- 
sary, as Adam Smith indicated, that the extent of market is large. The larger 
the market, the more the advantage of division of labour is realized, and by means 
of it the more the output and real income per head increases. Needless to say, 
it is evident that it is necessary to develop transport, commerce and finance to 
enlagre market. The fact that of the industrial population the proportion of 
the population occupied in transport, commerce, and finance had grown with 
the increase in industrial population in Japan may be said in this sense to be a 
cause for the rise in productivity of labour and in real income per head. 

However, on the other hand, the above mentioned shift in the industrial 
composition of population may be said to be a effect of the rise in productivity 
of labour and in real income per head. It is a well known fact that in consequence 
of less elasticity in the demand for agricultural porduct, as when the real income 
increases it does not increase in proportion to it, so when the real income decreases 
it does not decrease in proportion to it. As a result of this fact, when the real 
income increases, in place of demand for agricultural product, demand for manu- 
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factured goods, such as clothes, furniture, automobile and house etc. and then 
demand for services of education, recreation, journey and sanitation etc. increases. 
Therefore when productivity of labour and real income per head increases, while 
the proportion of the population occupied in agriculture will tend to decrease 
relatively on the one hand, the proportion of the population occupied in manu- 
facture and services of commerce, finance, transport and liberal profession will 
tend to increase relatively. 

Now in regard to the relation between the development in market and the 
shift in the industrial composition of population in Japan, during 1872-1920 
with the development in railway and other internal transport facilities and internal 
commerce, the national market had been gradually unified and the advantage 
of national division of labour had been realized more and more. And as a result 
of such development, while the proportion of the population occupied in agricul- 
ture had decreased from 83.7 per cent to 53.6 per cent, that of the population 
occupied in manufacture and mining had increased from 4.8 per cent to 20.7 
per cent, and that of the population occupied in “service industries” which in- 
cludes commerce, finance, transport and liberal profession etc. also had increased 
from 10.1 per cent to 25.8 per cent. But it is till about this year that in Japan 
the productivity of labour and the real income per head had increased almost 
only by means of realizing the advantage of disivion of labour depended on unifi- 
cation of national market. Thenceforth we may say that by means of realizing 
the advantage of international division of labour depended on the development 
in foreign trade the productivity of labour and the real income per head had further 
increased and in consequence of it till 1940, while the proportion of the popula- 
tion occupied in agriculture had declined to 44.0 per cent, that of the population 
occupied in manufacture and mining had risen to 26.1 per cent and that of the 
population occupied in “service industries” also had risen to 29.9 per cent. This 
argument had been proved by the fact that in times immediately after the last 
War when our foreign trade had almost stopped, the real income per head and 
the industrial composition of population in Japan had falled back to those in 
1920 and that thenceforth with recovery of our foreign trade the real income 
per head and the industrial composition of population in Japan had recovered. 

If we compare the result of the population census made in 1947, the year 
immediately after the last War with the result of that made in 1940, so we find 
that during these years not only the population occupied in manufacture and 
mining had shown almost no change (8.69 million in 1947 against 8.73 million 
in 1940) but the population occupied in “service industries’ had decreased from 
9.45 million to 7.65 million that is by 1.80 million, the population occupied in 
agriculture had increased from 14.3 million to 17.65 million that is by 3.35 million, 
and as a result of such abnormal change, while the proportion of the population 
occupied in agriculture had risen to 53.4 per cent, that of the population occupied 
in manufacture and mining had fallen to 22.3 per cent and that of the population 
occuied in “service industries” had also fallen to 24.3 per cent. This industrial 
composition of population in 1947 is nearly the same as that in 1920. 
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However the industrial composition of population in 1940 had been recovered 
already till 1955. According to the results of population censuses, during 1947- 
1955, while the population occupied in agriculture had decreased to 16.16 million 
that is by 1.49 million, the population occupied in manufacture and mining had 
increased to 9.32 million that is by 0.63 million and the population occupied in 
“service industries” had also increased to 13.76 million that is by 6.11 million, 
and as a result of it, while the proportion of the population occupied in agricul- 
ture had fallen to 40.1 per cent, that of the population occupied in manufacture 
and mining had risen to 23.8 per cent and that of the population occupied in 
“service industries” had also risen to 35.2 per cent. 


Ill 


It follows from these above mentioned facts that during next ten years in 
Japan in what industries will be employed the labour-force population which will 
grow most significantly in such times will mainly depend on how large will be the 
development in our foreign trade. 

When we try to guess how large will be the development in our foreign trade 
during next ten years, we must firstly give consideration to the constant tendency 
of gold as a international money to concentrate on United States of America. Be- 
cause as a result of the fact that in consequence of continuous surplus of exports 
of United States of America since the beginning of the Twentieth Century the 
gold holdings of this country had amounted to 25 billion dollar that is 90 per cent 
of the total gold holdings in world in 1941, the multilateral trade which had been 
ruling in times before the last War in world had become impossible and the bi- 
lateral trade had become ruling in times after the last War. It is an obvious fact 
that the amount of foreign trade in case of bilateral trade is significantly smaller 
than that in case of maltilateral trade. Because in case of bilateral trade, un- 
like in case of maltilateral trade, any foreign exchange which any export country 
had received for its exports from any import country can not be used for any 
its imports from any other country than that import country, so that exports 
and imports must be balanced between any two trading countries. Needless 
to say, the International Monetary Fund and the International Bank for Recovery 
and Development had been established with the purpose to compensate such 
defect of bielateral trade. But at least till today these organisations have failed 
to attain this purpose satisfactorily. 

’ The second, but more important fact to which we must give consideration 
when we try to guess how large will be the development in our foreign trade during 
next ten years is the lack of our export market. One of the most important 
causes for this lack of our export market is the loss of our export market in Com- 
munist China. According to statistics, our exports destined for the territory 
of the present communist China in 1939 amounted to about 700 million dollar 
that is about 40 per cent ofthe total amount of our exports in the same year. 
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But this fact does not necessarily imply that, as many men in Japan believe, 
as soon as our trade with the communist China has become free our exports destined 
for this country will amount to the same sum as that in 1939. As the fact that 
not only the amount of our exports destined for the territory of the present com- 
munist China had begun to increase since 1931, but the districts for which our 
exports were destined in 1939 were almost only Manchuria and north China, 
especially the former proves, our exports destined for these districts in such big 
amount in 1939 was evidently the result of our big investment of capital made 
in Manchuria and partly in north China and of the consumption in big amount 
made by many Japanese in these districts. Therefore so far as the present com- 
munist China does not invest capital at least in the same amount, we can not 
expect our exports destinid for the communist China in same amount as in 
1939. This argument is proved by the fact that our exports destined for the 
communist China which have been bargained between Japan and this country 
in every recent year have amounted to only 84 million dollar that is 12 per cent 
of the amount of our exports destined for the territory of the present communist 
China in 1939. 

Needless to say, this fact does not necessarily imply that we can not expect 
our exports destined for the communist China in considerable amount in the future 
also. Oriental countries including the communist China which had been most 
important markets for our exports in times before the last War have not suffi- 
cient purchasing power to import our exports in considerable amount, because 
in these countries in cosequence of less prevalence of division of labour their pro- 
ductivity of labour and their income per head is very low. Nevertheless it is also 
a doubtless fact that in almost all these countries there has been already the 
endeavour to develop their productive power on the socalled mercantilistic thought, 
as seen in earlier times of industrialisation in almost all developed countries in 
the world. If such endeavour in these countries had brought forth sufficiently 
much effect, we could expect sufficiently large markets for our exports in these 
countries, because in such case there would be such rise in their productivity 
of labour and their real income per head as seen in the past times in all developed 
countries including Japan. However since such endeavour to develop their 
productive power naturally could bring forth sufficiently much effect only after 
a lapse of considerably long times as proved by the experiences in all developed 
countries, at least during next ten years when, as stated, the labour-force popu- 
lation will increase most significantly in Japan we can not expect sufficiently 
large markets for our exports in these countries. 

Moreover the development in productive power in these countries does not 
necessarliy imply the increase in the amount of our exports destined for these 
countries. Since the development in productive power requires the sufficient 
supply of machine, instrument, apparatus, car, automobile and chemical fertilizer 
etc. but as a rule the industries which produce these productive goods develop 
in considerable degree only after the industrialisation in that country has reached 
to a fairly high stage, these countries which now stand on the earliest stage of 
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industrialisation must import these productive goods at the sacrifice of consump- 
tion goods, of which the major part of our exports hitherto has consisted. This 
fact means for Japan the decrease in the amount of the export of our consump- 
tion goods on the one hand, and the severe competition in these markets with Ger- 
many, Great Britain and other countries which are superior to Japan in these 
productive goods industries on the other hand. 


LABOR’S RELATIVE SHARE IN THE JAPANESE 
MANUFACTURING INDUSTRY SINCE 1900* 


By Mataji Umemura 


Assis. Professor, The Institute of Economic Research 


I. Introduction 


This paper deals with the distribution of income in the Japanese manufactur- 
ing industry with special reference to its long-run changes. We carry out the 
analysis throughout in terms of labor’s relative share, which in its essence is 
equivalent to the concept of the rate of surplus value or the rate of exploitation 
in Marxian economics. It is only a matter of preference whether we adopt the 
concept of labor’s relative share or that of the rate of surplus value.! 

In this field, we have already the eminent empirical studies of M. Kalecki, 
J. T. Dunlop, E. H. Phelps Brown and M. Shinohara.? Through their efforts, 
we have a fairly accurate knowledge of its short-run changes, but as far as its 
long-run changes are concerned we are still uncertain. D. Ricardo and K. Marx 
tried to make heroic speculations about the long-run tendency of labor’s relative 
share by using rather crude tools, but we can find no distinct tendency of the 
relative share moving upward or downward through the use of existing statistcis.* 
The factors affecting and the mechanism determining its long-run changes are so 
many and so complicated that Kalecki says “No a priori statement is therefore 
possible as to the long-run trend of the relative share of wages in income.’’* There- 
fore, the accumulation of observations about the long-run changes of the distribu- 


* The author is heavily indebted to many people for important suggestions and criticisms, 
These include Professors K. Ohkawa, M. Shinohara and Mr. H. Rosovsky. However, the 
conclusions, opinions, and other statements in this article are those of the author and are not 
necessarily those of individuals who have been helpful. 

1 The numerical expression of the relationship of labor’s relative share to the rate of surplus 
value can be shown as follows: 

i or s= l=r 

I+s r 
where y and s stand for labor’s relative share and the rate of surplus value respectively. From 
the above equation, it is clear that they always move in opposite directions. See also J. Robin- 
son, An Essay on Marxian Economics, 1949. 

’ M. Kalecki, Essays in the Theory of Economic Fluctuation, 1939, Chap. 1 and Theory of 
Economic Dynamics, 1954, Part 1. J. T. Dunlop, Wage Determination under Trade Unions, 
1950, Chap. 8. E.H. Phelps Brown and P.E. Hart, “The Share of Wages in National 
Income,” Economic Journal, June 1952, pp. 253-277. M. Shinohara, ‘“Kogyo ni okeru Bun- 
pairitsu”” (Labor’s Relative Share in Manufacturing Industry), Shotoku Bunpai to Chingin 
Kozo (Income Distribution and Wage Structure), 1954, pp. 36-71. 

® D. Ricardo, On the Principles of Political Economy and Taxation, The Works and Correspond- 
ence of David Ricardo, Volume 1, ed. by P. Sraffa and M. H. Dobb, 1953. 

K. Marx, Das Kapital, ed. by M. E. L. Institute, 1932-34. 

‘M. Kalecki, Theory of Economic Dynamics, p. 31. 
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tion of income is badly needed. This paper hopes to make some contributions 
to this field. * 

The Japanese economy started from the primitive stage of economic develop- 
ment at the early Meiji era, and then carried through a highly remarkable indust- 
rialization, which has been characterised by the surprising growth of the national 
products and remarkable changes of her industrial structure. According to the 
available estimates, during the periold of 1878-1942 the growth rates of total 
and per capita real national income were 3-4 per cent and 2-2.5 respectively and © 
the proportion of the net output of primary industry to the total national income 
steadily declined from 65 per cent to 17 per cent.? 

Using the terms of Harrod’s fundamental equation of economic growth Gce=s, 
the high value of growth rate of the Japanese economy can be attributed to the 
low value of the capital coefficient and/or the high value of the savings ratio. The 
available estimates of these, though they are only tentative in their nature, show 
us that the values of the capital coefficient and of the savings ratio of the Japanese 
economy appear to be higher than those of U. S. A. and U. K.§ 

Therefore, the next problem to be discussed is how the Japanese economy 
realise its high savings ratio in spite of the relatively low level of income. We will 
discuss briefly some important factors stimulating savings below. The foreign 
bond issue raised in London during the 1870’s amounted to 16.5 million yen, which 
is estimated to be about 3 per cent of national income at that period. In addi- 
tion to this, the 364 million yen worth of reparations received from China was 
roughly equal to one and half year’s national income at that period. It can 
not be denied that they made great contributions to the economic development 
of Japan, 

_ The opinion that the propensity to save of the Japanese throughout all the 
social classes is peculiarly high, has been cogently insisted upon by many econo- 
mists.’ In this regard, the mental attitude of the Japanese to praise very much the 
virtue of thrift which prevailed and still prevails cannot be neglected. And it is also 
well recognized that the heavy land tax was the most important source of Govern- 
ment investment which paved the way towards economic development.’ This 
must be appraised as remarkable characteristics of the Japanese economy, compared 
to the present situations of the South-east Asian countries which suffer from the 
lack of stable sources of revenue. Furthermore, we must mention the secular 
inflationary tendency in Japan, which seemed to be favorable to savings through 
the redistribution of income. During the period of 1878-1913, the price level 
rose approximately by 80 per cent, compared to the steady or declining tendency 
of the price level in the Western countries.® 


5 K. Ohkawa and Associates, The Growth Rate of the Japanese Economy since 1878, 1957, 
Part I, Chap. 2. 

§ Ohkawa, ibid., Part III, Chap. 2. 

7 C. Clark, The Conditions of Economic Progress, 2nd Ed., 1951, p. 526. : 

8 B. F. Johnston, “Agricultural Productivity and Economic Development in Japan,” 
Journal of Political Economy, Dec. 1951. 4 

® Ohkawa, ibid., Part II, Chap. 4. 
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However, it may be reasonable to attribute the high rate of savings to the 
large share of profit in national income, because profit itself is the main-spring 
of the internal accumulation of capitalistic enterprise. The focus of this paper is 
directed to this point. 

However, in spite of our original intention, we deal with the labor’s relative 
share in the manufacturing industry instead of the distribution of income in the 
national economy as a whole. The reasons of this procedure are of two kinds. 
One is the world wide empirical fact that the manufacturing industry is always 
ahead of the remaining parts of the economy by playing its role as a prime mover 
of economic development, and is considered to be the representative of the 
capitalistic sector of the economy. Another reason is rather complicated, and we 
will leave the discussion of it to the next section. 


Il. Some Problems in the Application of the Concept of 
Labor’s Relative Share 


It is well recognized that the economic theory generally presupposes a pure 
capitalistic economy as its object of analysis but this presupposition can not 
be expected to be always valid in the real world. Of course, this does not 
mean that the usefullness of the economic theory might be reduced by this 
inevitable limitation. On the contrary, thanks to this simplifying assumption 
the economic theory serves as a useful tool of our reasoning. However, when 
we intend to apply the economic theory to any real situation, we are obliged to 
modify or sometimes reformulate the theory by using alternative assumptions. 
The concept of labor’s relative share is not an exception to this general rule. 

In a pure capitalistic economy such as described in the text of economics, 
the entrepreneur and the laborer are the two distinct social classes and they 
are not competing with each other. Therefore, the profit and the wage are 
also the two distinct categories of social income. The actual situation in highly 
developed countries such as U. K. and U. S. A. may be regarded as approximat- 
ing the preconditions of theory. But in the semi-developed countries such as 
Japan, in which the non-capitalistic sector of the economy still remains impor- 
tant even at the present day, it is far from the real fact. 

For instance, in Japan, according to the labor force statistics, the proportion 
of salaried employees and wage earners to the total labor force is only about 
40 per cent, compared to higher figures ranging from 70 to 90 per cent in West 
Germany, Canada, U.S.A. and U.K. The remaining part of the labor force 
consists of working proprietors and unpaid family workers, whose income is a 
mixture of wages, property income and profit, and can be called a mixed income. 
Therefore, in order to estimate the labor’s relative share, the imputation of 
their wage bill under some reasonable assumption is inevitable. 

In this connection, C. Clark’s method of segregating their mixed income 


°C. Clark, The Conditions of Economic Progress, 2nd Ed., 1951, pp. 521-526. 
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seems to be suggestive indeed.'° He assumed that the working proprietor and 
the unpaid family worker are fully competitive with the salaried employees and 
wage earners in the labor market. He believed that the competition is so 
effective that there is no room to allow for any wage differentials among 


workers of equal quality. Under this assumption, the working proprietor and 
the unpaid family worker should earn exactly the same wage as the salaried 


employees and the wage earners after considering the sex and age elements 
which are regarded as main factors affecting the quality of labor. From these 
reasoning, Clark proceeded to compare the average wages and salaries of the 
employed workers with the average net output per head of total gainfully 
occupied after giving an adequate adjustment for the sex and age composition 
of them. 

However, the application of Clark’s method to the Japanese economy requires 
a further consideration, because of the wide wage differentials which prevail through- 
out among the workers of the same sex and age groups.!! This consideration 
makes analysis too complicated to be managed. Therefore, we decided finally 
to abondon the analysis of labor’s relative share in the national economy as a 
whole and concentrate our attention to that of the manufacturing industry only. 


Ill. Measurement 


In this section, we explain our procedure of estimating labor’s relative share 
in manufacturing industry since 1900. However, even in the manufacturing 
there are a large number of handicraft, which are non-capitalistic in their nature 
and must be excluded from our scope of analysis. But it must be noted that the 
demarcation line adopted in this paper is rather arbitrary and depends upon the 
convenience of the statistical data used. 

The data utilized are those from the Census of Manufacture which has 
been compiled every five years since 1909 and annually since 1920 by the Ministry 
of Commerce and Industry and its successors. The design of the Census has 
been changed several times, so that the complete comparability of the data can 
not be expected over the whole period of our analysis. The Census was designed 
to cover only the factories employing regularly five or more production workers 
untill 1939. Since 1939, the coverage of the Census has been broadened to include 
all the factories irrespective of scale. Other establishments belonging to manu- 
facturing industry, such as head offices, branch offices, etc. are out of the Census 
throughout the entire period. This paper concerns only factories employing 
five or more production workers to insure the continuity of the statistical series. 
Some minor exceptions of this general rule will be mentioned later. 

"41K. Ohkawa carried out a comprehensive theoretical analysis of the labor’s relative share 
in the economy having the non-capitalistic sector as its important part and found some de- 
ficiency in Clark’s method mentioned above. See K. Ohkawa, ‘“‘Kokumin Shotoku ni okeru 


Chingin Shotoku no Chii’’ (The Share of Wage in National Income), cited in Chingin Kihon 
Chosa (The Analysis of Wages), 1956, edited by I. Nakayama, (in Japanese) pp. 80-91. 
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M. Shinohara estimated labor’s relative share in the manufacturing industry 
for the period of 1929-42 on the basis of the Census of Manufacture and analyzed 
its changes mainly from the short-run point of view. We used his estimate 
with a minor modification, as far as it exists. His estimate of the total wage 
and salary bill does not include the payment for the indirect manual laborer, 
which is estimated to be 2.7-4.9 per cent of the total wage bill of the production 
worker.!? At this point, our figures differ from Shinohara’s. 

Then, our main task at present is to estimate the pre-1928 figures. The 
estimate of net output is available from The Growth Rate of the Japanese Economy 
since 7878, and its main defect seems to be that the estimation of the net income 
ratio fails to reflect adequately the possible effects of relative price changes during 
business cycles.‘ The procedure of estimation of the total wage and salary bill 
adopted in this paper is as follows: 

(1) We estimate the daily wage of the production worker by sex by using 
the data of the Census of Manufacture and the Statistical Yearbook of the 
Ministry of Agriculture and Commerce. 

(2) We assume that the daily wage of the indirect manual laborer is 75 
per cent of that of the production worker in each sex group on the basis of scat- 
tered information. 

(3) We assume the annual working days to number 317. 

(4) We estimate the numbers of the production workers and the indirect 
manual laborers by sex from the data mentioned in (1). 

(5) We can obtain the estimate of the total wage bill of the production 
workers and the indirect manual laborers by using the figures obtained in (1), 
(2), (3), and (4). 

(6) As for the total salary bill of the clerical and technical staffs, we follow 
Shinohara’s procedure completely and assume that it amounts to 20 per cent 
of the total wage bill of the production workers. 

Some reflections as to the direction of possible errors stemming from our 
assumptions may be necessary. As for the estimate of net output, it seems to 
be under estimated in the prosperous period, especially during World War I. 
And as for the estimate of wages and salaries, it seems to be under estimated for 
the early period. Therefore, our estimate of labor’s relative share is over estimated 
for the period during World War I and immediately thereafter, and is under 
estimated for the early period under survey. 

Since 1950 the boundary line of the Census of Manufacturing has been 
shifted to the factory having four or more persons engaged. And sales value 
instead of gross value produced has been surveyed since 1950. So that a strict 
comparison between pre— and post-1950 figures is not possible. 


2M. Shinohara, ibid. 

** The method of estimation of the wage bill of the indirect manual laborer is almost equal 
to that for the pre-1928 period discussed below. 

“ For details of the estimation, see The Growth Rate of the Japanese Economy since 1878, 
Part II, Chap. 2. 
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IV. The Long-run Changes 


The figures thus far obtained are converted into per capita employed in terms 
of 1913 prices by using the employment data already estimated and the price 
index of non-agricultural products.!* And in order to eliminate the short-run 
fluctuations of the series, they are arranged in five and nine years moving averages, 
the latter of which is exclusively used in this paper. 

From Figure 1, we can divide the whole period into three sub-periods. The 
first period ended around 1914, and labor’s relative share showed a slightly declin- 
ing tendency but was fairly stable over the whole period. This period may be 
characterised by the establishment of the foundation of the Japanese capitalistic 
economy through the victorious conclusion of the 1894-95 War. Tor instance, 
the gold standard of the Japanese currency had been established in 1897 and 
many cotton spinning factories entered into operation during this period. How- 
ever, in the latter part of this period the growth rate of net products of the 
secondary industry recorded its minimum value of 2.9 per cent.!6 


Table 1 Labor’s Relative Share, 1902-40 


5 Year Moving Average 9 Year Moving Average 
Wage & Labor’s Wage & Labor’s 
Net is en Salary Relative Oy aot Salary Relative 
oe per head Share Pan ig per head Share 
Yen in 1913 prices % Yen in 1913 prices % 

1902 382 118 30.9 == = = 
03 364 116 31.9 = = a 
04 341 113 33.1 362 114 Sie 
1905 341 110 32.3 339 115 33.9 
06 334 110 32.9 342 116 33.9 
07 335 112 33.4 351 116 33.0 
08 344 116 33.7 359 118 32.9 
09 358 12 33.8 368 120 32.6 
1910 377 125 33.2 374 123 32.9 
11 393 128 32.6 387 126 32.6 
12 407 131 3272 397 127 32.0 
13 422 132) 31.3 406 126 31.0 
14 424 129 30.4 416 126 30.3 
1915 419 125 29.8 425 130 30.6 
16 421 123 29.2 424 134 31.6 
17 436 130 29.8 421 143 34.0 
18 424 135 31.8 424 153 36.1 
19 420 154 36.7 430 162 37.7 


16K. Ohkawa and Associates, ibid. Part II, Chap. 4. 
16 K. Ohkawa and Associates, ibid. Part I, Chap. 2. 
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1920 424 176 41.5 432 172 39.8 
21 432 196 45.4 442 185 41.9 
22 435 207 47.6 462 201 43.5 
23 458 222 48.5 482 217 45.0 
24 492 230 ; 46.7 500 230 46.0 

1925 526 239 45.4 519 242 46.6 
26 561 251 44.7 545 255 46.8 
27 581 260 44.8 575 267 46.4 
28 604 279 46,2 610 273 44.8 
29 627 295 47.0 638 278 43.6 

1930 663 297 44,8 661 283 42.8 
31 683 294 43.0 680 287 42.2 
32 714 296 41.5 694 289 41.6 
33 736 288 39.1 693 284 41.0 
34 741 278 Sho 711 283 39.8 

1935 710 271 38.2 732 275 37.6 
36 712 269 37.8 741 265 35.8 
37 731 264 36.1 749 264 3052 
38 736 256 34.8 749 259 34.6 
39 762 252 3301 =5 — — 

1940 783 248 31.7 _ —— = 


Figure 1 Labor’s Relative Share, 1902-40 


1905 1910 1915 1920 1925 1930. 1935, 1940 


Remark: Solid Line......... 9 Year Moving Average 
Broken Line...... 5 Year Moving Average 


The second period covers the following 13 years, and the labor’s relative share 
showed a remarkably rapid increase, i.e., it increased by about 57 per cent from 
the low level of 30 per cent in 1914 to the high level of 47 per cent in 1926. Dur- 
ing the former part of this period, the Japanese economy enjoyed a never previously 
experienced prosperity owing to World War I and started the shift of industrial 
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structure from the consumer’s goods industry to the producer’s goods industry. 
After the collapse of the war boom, the Japanese economy entered into highly 
unstable situations. The disarmament and the Tokyo Earthquake might have 
some responsibility for them. 

The third period was characterised by the great depression and the prolonged 
war economy. Labor’s relative share declined sharply from the high level of 
45 per cent to the same low level as that in the first period mentioned above. 
The significance of this marked declining tendency has been exaggerated by some 
economists as an important index showing the maturity of the monopolistic 
capitalism. 

Although we fully admit the insufficiency of our estimates, it seems to be 
reasonable to draw the conclusion that the labor’s relative share in the 
Japanese manufacturing industry shows a remarkably long cycle which is 
distinct from the business cycle. 

Why does it manifest the cyclical fluctuation? What its main causes are? 
We will deal with these questions below. From the purely theoretical point 
of view, we can generally point out several factors affecting the distribution of 
income, among which the rate of capital accumulation, the rate of increase of 
labor supply, the types of technical innovation, and the degree of monopoly in 
' both entrepreneur and labor sectors are the most important. And the mechanics 
through which the distribution of income is affected by them has already been 
made fairly clear. However, when we intend to measure the magnitude of their 
changes and appraise their possible effects upon the distribution of income by 
using statistical data, we certainly encounter the so called data bottleneck without 
exception. Therefore, we are obliged to restrict our analysis to the relationship 
between the observable variables, i.e., the volume of employment and labor’s 
relative share in the manufacturing industry. In spite of the insufficiency of 
our analysis, we can get some interesting conclusions. 

In Figures 2, 3, and 4, we compare the labor’s relative share with the rate of 


Table 2 Number of Persons Employed, 1902-40 


5 Year Moving Average 9 Year Moving Average 


Number of Persons | Rate of Employ- | Number of Persons | Rate of Employ- 
Employed ment Increase Employed ment Increase 


thousand % thousand % 


feo 
8.3 
5.7 
6.0 
6.7 
4.3 
4.5 
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1910 900 5.3 909 5.0 
11 954 6.0 952 47 
12 990 3.8 1,011 6.2 
13 1,045 5.6 1,097 8.5 
14 1,123 74 1,193 8.8 

1915 1,233 9.8 1,287 7.9 
16 1,372 nee} 1,371 6.5 
17 1,499 9.3 1,460 6.5 
18 1,611 7.5 1,544 5.8 
19 1,708 7.0 1,620 4.9 

1920 1,759 3.0 1,695 4.6 
21 1,759 0 1,752 3.4 
22 ihe 1.0 1,791 2.2 
23 1,809 1.8 1,809 1.0 
24 1,828 1.1 1,839 jan 

1925 1,850 Ane 1,879 ne 
26 1,893 2.3 1,886 0.4 
27 1,943 Dee 1,889 0.2 
28 1,950 0.3 1,906 0.9 
29 1,935 (8 1,939 1a 

1930 1,934 0 2,000 3.1 
31 1,959 2.3 2,079 4.0 
32 2,026 3.4 2,183 5.0 
33 2,175 7.3 2,325 6.5 
34 2,380 9.4 2,495 7.3 

2,646 4 2,771 ie4 
2,944 ; 3,065 10.6 
3,336 5 3,352 9.4 
3,709 3,645 8.7 
4,038 ; pa ee 
4,334 


Figure 2 Labor’s Relative Share and Rate 
of Employment Increase (1) 


Labor’s Labor’s Rate of Employ- 
Relative Relative ment Increase 
Share . Share ; 


Rate of Employ- 


ment Increase 


1905 1910 1915 1920 
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Figure 3 Labor’s Relative Share and Rate 
of Employment Increase (2) 


Rate of 


Labor’s * 
Relative 59 Employment 
Share Increase 
Rate of 
Employment 
Increase 
45 
40 Labor’s 
Relative 
Share 
35 
1920 1925 1930 1935 
Figure 4 Labor’s Relative Share and Rate 
of Employment Increase (3) 
Labor’s Rate of 
Relative Employment 
Share Increase 
‘Rate of 
Employment 
Increase 
P Labor’s 
Relative 


Share 


1915 1920 1925 1930 
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increase of employment. In these figures the labor’s rela tive share is drawn in solid 
lines, and the rate of employment increase is shown as broken lines and is scaled 
inversely for the convenience of observation. Therefore, a rise of the solid line 
means a rise of the labor’s relative share but a rise of the broken line means a decrease 
of the rate of increase of employment, and vice versa. It is clear that for the 
years before 1916 in Figure 2, for the years of 1915-23 in Figure 4, and for the 
period after 1923 in Figure 3, the labor’s relative share is very closely and inversely 
correlated with the rate of employment increase. A similar inverse correlation has 
already been pointed out by M. Shinohara for the period after 1929.17 However, 
according to our findings, the inverse relationship between the labor’s relative 
share and the rate of employment increase existed through the whole period. 

In addition to these findings, the changes of the relative position of these 
two lines in these three figures suggest to us that the relationship itself changed 
at least three times over the period of about 40 years. In order to make it clear, 
we draw Figure 5, the vertical and horizontal scales of which are the labor’s relative 
share and the rate of employment increase respectively. Our suppositions men- 
tioned above are confirmed by the S-shaped movement of the locus of coordinates 
in Figure 5. When we again divide the whole period into three sub-periods of 


Figure 5 Relationship between Labor’s Relative Share and 
Rate of Employment Increase, 1905-38 


Labor’s ee 
Relative 
Share 


45 


40 


35 


30 


iy 2 3 4 5 6 7 8 9 10 ll % 
Rate of Employment Increase 


4” M. Shinohara, ibid. 
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1905-16, 1917-25, and 1926-35, and treat these three periods separately, we can 
fully explain the changes of labor’s relative share during every sub-period by 
the changes of rate of increase of employment. But it is also clear that we can 
not explain the changes of direction of the regression line in Figure 5 from one 
sub-period to another exclusively through the changes of the rate of employ- 
ment increase. This is to be expected because we entirely neglect the rate of 
capital accumulation, the types of technical innovation, the changes of industrial 
structure, and the changes of monopolistic powers. It is regrettable that the 
data now available do not permit us to enter into further analysis of these impor- 
tant problems. 

Here we turn our topic and enter into the observation of the changes of labor’s 
relative share in the post World War II periods. Strictly speaking, the post- 
war figures can not be directly compared to the pre-war figures because of the 
alteration of the method compiling the Census of Manufacture already mentioned 
above. Although we tried to maintain the comparability of the series as far 
as possible, some discontinuity still remains unadjusted. The data of added 
value and total wage and salary bill are directly available from the Census of 
Manufacture since 1948. By assuming the proportion of depreciation and some 
miscellaneous expenses to the total sales value to be 5 and 4 per cent respectively, 
we can estimate the net output series comparable to the pre-war figures. The 
figures thus far obtained are summarised in Table 3 below. 


Table 3 Labor’s Relative Share, 1948-54 (%) 


Remark: The figures marked * are not comparable to the figures 
since 1950. For the reason, see text. 

The most remarkable characteristics of the labor’s relative share in the post- 
war period may be its unprecedented high level, never experienced in the pre— 
war years. However, in order to arrive at its normal value in the post-war period, 
it seems to be reasonable to exclude the figures of 1948 and 1949 from our consider- 
ations, because at that period the Japanese economy was still in the midst of 
inflation and is subjected to the price and distribution controls. In addition 
to this, the reliability of the statistical data for these two years is somewhat 
questionable. The five year average of labor’s relative share from 1950 to 1954 
is 59.3 per cent, compared to the highest level of 48.5 per cent in the pre-war 
periods (see Table 1, column 3). 

We can easily point out several factors as the main causes, for instance, the 
remarkable growth of trade unions, the decline of monopolistic power of employers, 
the relative improvement of the peasants’ level of living and so on. However, 
we can not evaluate separately the magnitude of each of these effects upon the 
distribution of income owing to the lack of data. 


wy ee aa 
1 


} , y 
' j r 
i. Pe, 
j ve 
‘ y 
{ 
' % : s 
, P) ‘ ow, { nh i, a Ppa ? 
. os fe aia “ ‘ x ; wih 
Be ail De" i) Pie at ae ae 
Seed aa ss al nad (ONG th ne 
, s ‘i, iy . . ‘ , 
é ae At 
; Tea? o 
sie a 
f bite oll both 
; giular td 
* ut re an 


, nd Ay “ + Oe, oe ‘ 
ips he ai 0 el, ‘) 4 (yee TMG A): 2 aa 4 
Marae wey ls ath Yala iT hotot lt Pines a Hie ra 
aes) jaca hate eal vith War Bax en hea Tim eae 
lntd Thee ¥ tee ons Bidets. ata lah wit Wi 


rf 
er. © a 
Voi pee bby i fink a Neen hey 


sia aa os alate ar" valet 


Pd Pe Se aa 

‘ 7 fr 

, ne Lacks 

: rd ie 

we af 

k } 
‘ sh ln 
aiken plea 

7 jar bythe, Mit eae, Be prey 

a 2 wz a 


Ai Siete oa RE mal 
‘tel H ; 
af ‘ 24 i ‘ id watery LP 


pit S ie ‘aac tie hs iy ai aa Feta 
“njuarteea Seuey wel beta Wat Senda va 


; 2 cis oe, ae 
cP py ‘ 5 
> Bit wie A i. Pl ¥ 


CT nt (ie : 1 pene eanties : ? 
rgd ity ie shew nthe wy aft #3 r 
tal "Pag gem = 
bid = ee " 

ay\) pega hs ea iets 
- cule Me Pw ai 

a Lt ee aUF ® 
ay eats: Be has 


PUBLICATIONS RECEIVED 


Periodicals 


Philippines 

Journal of East Asiatic Studies, Vol. IV, 
No. 4, Vol. V, Nos. 1, 2. Manila: Univ. of 
Manila. 

Philippines Social Sciences and Humanities 
Review, Vol. XXI, Nos. 1-4, Vol. XXII, 
Nos. 1-3. Quezon City: Univ. of the Philip- 
pines, 

New Zealand 

Monthly Abstract of Statistics. May-Sep., 
1957. Wellington: Census and Statistics 
Dpt. 

Thailand 

Current Statistics, April-Aug., 1957. Bankok: 

Bank of Thailand. 
Australia 

The Economic Record, Vol. XXX, No. 65. 

Melbourne: Melbourne Univ. 
Ceylon 

Central Bank of Ceylon Bulletin, May-Sep., 

1957. Colombo: Central Bank of Ceylon. 


India 
The Eastern Economist, Vol. XXVIII, Nos. 
20-26, Vol. XXIX, Nos. 1-17. New Delhi: 


India Council of World Affairs. 

Gandh Marg (A Quarterly Journal of Gandhian 
Thought), Vol. I, Nos. 1-3. Bombay: Gandhi 
Smarak Nidhi. 

Indian Journal of Economics, XXXVI, Nos. 
146, 147. Allahabad: Univ. of Allahabad. 
The Dpt. of Economics and Commerce. 

Monthly Abstract of Statistics, Vol. 10, Nos. 
1-10. New Delhi: Central Statistics Organi- 
zation. 

SankhyG (The Indian Journal of Statistics), 
Vol. 17, No. 4, Vol. 18, Nos. 1, 2. Calcutta: 
Indian Statistical Institute. 

Egypt 

Economic Bulletin, Vol. X, Nos. 1, 2. Cairo: 

National Bank of Egypt. 
Israel 

The Isvael Exploration Journal, Vol. VII, Nos. 
1, 2. Jerusalem: The Jewish National and 
Univ. Library. 

Statistical Bulletin of Isvael, Vol. VIII, Nos. 
2-7. Tel-Aviv: Central Bureau of Statistics 
and Economic Research. 

Pakistan 

State Bank of Pakistan Bulletin, Jan.-Aug., 
1957. Karachi: State Bank of Pakistan. 

tS Ser: 

Vesinik Akademii Nauk, Nos. 1-11, 1957. 
Moskwa: Fundamentalnaja Biblioteka, 


Akademii Nauk. 


Vestnik Lenungradskogo Universiteta Serija 


Ekonomiki, Filosofii i Pyrava, Nos. 1-4. 
Moskwa: Fundamentalnaja Biblioteka, 
Akademii Nauk. 

TE Sa AL 


The Accountants Digest, Vol. XXII, No. 4, 
Vol. XXIII, No. 1. Vermont: The Account- 
ing Digest. 

The Accounting Review, Vol. XXXII, Nos. 
3, 4. N. Y.: American Institute of Accoun- 
tants. 


The ACLS Newsletter, Vol. VIII, Nos. 1-4. 


Verginia: American Council of Learned 
Societies. 
Agriculture, Vol. III, Nos. 1, 2. Kingston: 


Univ. of Rhode Island. 
The American Economic Review, Vol. XLVII, 


Nos. 2, 3. Los Angeles: Tke American 
Economic Association. 
The American Federationist, Vol. 64, Nos. 


7-11. Washington: The American Federa- 
tionist. 

The Annals of the American Academy, July- 
Nov., 1957. Philadelphia: The American 
Academy of Political and Social Science. 

Bulletin of Business Research, Vol. XXXII, 
Nos. 5-10. Ohio: The Ohio State Univ. 

Bulletin of the Univ. of Toledo, Vol. XXXIV, 
No. 6, XXXV, No. 1. Toledo: Univ. of 
Toledo. 

Business in Brief, 16, 17, 1954. The Chase 
National Bank of the City. 

Civil Liberties, Nos. 153-156. N. Y.: American 
Civil Library Union. 

College and University Bulletin, Vol. 9, Nos. 
15, 16, Vol. 10, Nos. 1. 2. Washington: 
National Education Association. 

Collegiate News and Views, Vol. XI, No. 1. 
Calif: South-Western Publishing Co. 

The CPA, 1957 June-Nov. N. Y.: The Ameri- 
can Institute of Accountants. 

Current Economic Comment, Vol. XIX, Nos. 
2 3. Mlinois: Univ. of Commerce and 
Business Administration. 

Direction of International Trade, Vol. VIII, 
Nos; 5-11. N: Y v2 Statistical Office of 
United Nations. 

Economic Leaffelets, Vol. XVI, 
Gainesville: Univ. of Florida. 

Farm Economics, No. 207, 1957. N. Y.: 
Cornell Univ. Library, New York State 
College of Agriculture, Dpt. of Agricul- 
ture. 

Farm Science, Vol. 11, 
Iowa State College. 


Nos. 5-10. 


Nos. 7-12. Ames: 


Federal Reserve Bulletin, June-Oct., 1957. 
Washington: Board of Government of 
the Federal Reserve System. 

Iilinois Business Review, Vol. IV, Nos. 6-10. 
Illinois: Univ. of Illinois. 

Institute of Industrial Relations Reprint 
No. 96. Los Angeles: Univ. of California, 
General Library. 

International Conciliation, No. 514. N. Y.: 
Carnegie Endowment for International Peace. 

International News Survey, Vol. IX, Nos. 
46-50, Vol. X, Nos. 1-21. Washington: 
International Monetary Fund. 

International Financial Statistics, Vol. 
Nos. 5-11. Washington: International 
Monetary Fund. 

The Journal of Accountancy, Vol. 104, Nos. 
1-4. N. Y.: American Institute of Planners. 

The Journal of Air Law and Commerce, Vol. 
24, Nos. 2, 3. Illinois: Northwestern Univ. 

Journal of the American Institute of Planners, 
Vol. XXIII, No. 2. Cambridge: American 
Institute of Planners. 

The Journal of Political Economy, Vol. LXV, 
Nos. 3-5. Illinois: Univ. of Chicago. 

Law School News, Vol. IV, No. 1. Missouli: 
Law School News, Montana State Univ. 

Looking Ahead, Vol. 5, Nos. 6, 7. Washington: 
National Planning Association. 

Michigan Business Studies, Vol. XII, No. 
38. Ann Arbor: Univ. of Michigan. 

Montana Law Review, Vol. 18, No. 2. Missouli: 
Montana State Univ. 

Monthly Review, June-Oct., 1957. San Fran- 
cisco: Federal Reserve Bank of San Fran- 
cisco. 

Monthly Review of Credit and Business Con- 
ditions, Vol. 39, Nos. 6-11. N. Y.: Federal 
Reserve Bank of New York. 

Oregon Business Review, Vol. XVI, Nos. 
5-10. Oregon: Univ. of Oregon, School of 
Business Administration. 

Pacific Affairs, Vol. XXX, Nos. 2, 3. N. Y.: 
Institute of Pacific Relations. 

Pittsburgh Review, Vol. XXVII, Nos. 5-9. 
Pittsburgh: Pittsburgh Univ., Bureau of 
Business Research. 

Planning Pamphlet, Nos. 99, 100. Washington: 
National planning Association. 

Population Bulletin, Vol. XIII, Nos. 3-6. 
Washington: Population Reference Bureau. 

Reprint Series, Nos. 47-54. Illinois: Univ. 
of Illinois, Institute of Labor and industrial 
Relations. 

Research Bullettin, Nos. 439-445. Ames: Iowa 
State College Library. 

Technical Cooperatoin in Latin America, 
June-1956, Feb.-1957. N. W: National 
Planning Association. 

The Trust Bulletin, Vol. XXXVI No. 10, 
Vol. XXXVII, Nos. 1-3. N. Y.: The Ameri- 
can Banker’s Association. 

Univ. of California Publications in Statistics, 


x 


Vol. 2, Nos. 8-10. Los Angeles: Univ. of 
California, General Library. 

Univ. of Cincinnati Law Review, Vol. 26, 
Nos. 2, 3. Ohio: Univ. of Cincinnati. 

Univ. of Kansas City Review, Vol. XXIII, 
No. 4. Vol. XXIV, No. 1. Kansas City: 
Univ. of Kansas City. 

Univ. of Rhode Island Bulletin, Nos. 333, 334. 
Kingston: Univ. of Rhode Island. 

Utah Economic and Business Review, Vol. 17, 
Nos. 5-10. Salt Lake City, Utah: Univ. of 
Utah. 

Vanderbilt Law Review, Vol. X, No. 4. Tenes- 
see: Vanderbilt Univ. 

Washington Univ. Law Quarterly, Vol. 1957, 
No. 3. Missouri: Washington Univ. School of 
Law. 

Canada 

The Canadian Journal of Economic and Political 
Science, Vol. XXIII, Nos. 2, 3. Toronto: 
Univ. of Toronto. 

Canadian Statistical Review, Vol. XXXII, 
Nos. 5-10. Ottawa: Dominion Bureau of 
Statistics. 

The Business Quarterly, Vol. XXII, No. 2. 
Ontario: Univ. of Western Ontario. 

International Labor Review, Vol. LXXV, No. 
6, Vol. LX XVI, Nos. 1-5. Montreal: Inter- 
national Labor Office. 

Mexico 

Revista de Economia, Vol. XX, Nos. 
Mexico: Revista de Economia. 

Revista Mexicana de Sociologia, Vol. XVIII, No. 
3. Mexico: Institute de Investigaxiones 
Socials, la Universidad Nacional Autonoma. 

South America 

Anales dela Academia de Ciencias Economias, 
Serie 3e Vol. 1. Buenos Aires.: Academia de 
Ciencias Economicas. + 

Boltein Estadistica Banco de Guatemala, Ano. 
X, Nos. 5-9. Guatemala: Banco deGuatemala. 

Boletin Mensual, Nos. 349-353. Santiago: 
Banco Central de Chile. 

Boletin Mensual de Estadistica, Vol. 74-78. 
Bogota-Colombia: Direccion National de 
Estadistica. a 

Economia y Estadistica, Ano VII, Nos. 82, 
83. Bogota-Colombia: Revista de la Direc- 
cion Nacional de Estadistica. — 

Informe Mensuel de Mercados, Ano V, Nos. 
3-8. Guatemala: Banco de Guatemala: 
Informe Semanal de Cafe, Nos. 31-52, 1957. 

Guatemala: Banco de Guatemala. 

Seleccion de Articulos Boletin, No.3. Montevideo: 
Facultad de Ciencias Economicas y de 
Administracion, Universidad de la Republica. 

England 

Accounting Research, Vol. 8, Nos. 2, 3. London: 
Cambridge Univ. 

Economic Digest, Vol. X. Nos. 5-8. London: 
Economic Research Council. 

Economica, Vol. XVIII, Nos. 94, 95. London: 


1-6. 


he London School of Economics and 
tical Science. 


vineial Bank, 
int Seri 104-180. Cambridge: 
! a Cambridge, Dpt. of Applied Econo- 


Speiological Review, Vol, 5, No. 1 Keele 
ire: Univ, College of North Staf- 


ter Ban Review, 1987, May-Aug, Lon- 
France 


: de Documentation Politique 
i :3 et Societe C ine, 

i Nos 1-5, Paris: Fondation National 
nees Politiques, 

f 


et Social du Maroc, Vols, 
rine ae a General et 


Information No 78, 
que National pour le Bee Garces 
de L'Institut de Science Economigue 
vigué 1986, 84-59, Paria. Tnatitute de 


X.1982, Ne 1, 
' © nomique Appliquee, 
a , Hoonomie Francadses, 
ll oa 80, Paris: Institut National 
v + Bratatique ot dos tude Hoonomiques, 
annéo, Now, 2, 8, Paria; In 
S tational d'Etudes Demographiques, 
é nomiques, Now 48&816, Paria; 
sretariat du Gouvernement, Direction de 
ou On, 
L'Keonomie Mevidionate, Tome, IV, 
Si nh Centre Regional de 
tudes 


Now La, Paria: Societe de mbar a 


& Hades Einanciores, Nov 100108, 
vist Minivtere dea Minances, 
Mensuels, IM87-AvellAout, Pariay Sees 
General du Gouvernement, Direo» 
“de La Documentation, 
aa Germany 
4 teibuny en as dom Trstited fue Raw 
v Fre Hott 86, Han Godeahorg | 
a avi fir Raumtorsohung ecg 

itt wnd Rauwmordnung, | 
\" Gecoaberg | 
chung Born, 


nate vt 


Hett 
atta 


i hafiliehes tvehie, Rand 
. ambure “oaths fir Weltwire 
Universita Kiel, 


Hy fie Wiets Wintonsehatton hel 
\ r Deutechen Akadomio dor Wissenschatten, 


see WI, Q6@, 1087, Worliny Hotetin 


Italy 

A lornamenti Sectali, Anno VIII, Nes 5-10. 

ano: Centro Studi Sociali. 

Bolleitino, Anno XII, Nes 1-4, Roma: Banco 
d'Italia, Administrazione Centrale, Servizio 
Studi Economici. 

Economia Internationale, Vol. X, No 1. Geneva: 
Istituto di Economia Internationale. 

Giornale Degli Economisti e Annali di Economia, 
Anno XVI, Nes 1-6. Milano: Univ, Com- 
mercial Luigi Bocconi, 

FAO Monthly Bulletin of Food and Agricultural 
Statistics, Vol. VI, Nos. 4-9. Roma: Food 
and Agriculture Organization of the United 
Nations, 

L' industria rivista @} Economia Politica, 1956 
Nos 1, 2. Milano: Editrice L'industria Soc. 

Tiatian Beonomie Servey, 1957, Jan -April. 
Roma; The Association of Italian Joint 
Stock Companies, 

La Perequazione Tribudaria, Vol. 1, Nv 25, 
Roma, Associazione fra le Societa Italiane 
per Azioni, 

Rassegna Beonomica, Anno XII, Not 1-3, 
Roma: Associazione tra le Societa Italiane 
per Agioni. 

Rivisita di EBoonomia A 
1, Roma; Istituto 
Agraria, 

Rivista luternasionate ai Sedense Koonomiche e 
Commeretali, Anno IV, N. 1 Milano: 
Universita Commerciale Luigi Bocconi, 

Servizio di Doewmentasione, N, (1987) 1, 2 
Roma: Associazione fra le Societa Italiane 
per Agioni, 

Sintes? Beonomiea, Anno UX, Nos $9, Roma: 
Unione Italiana detlo Camere di Commercio 
Industria e Agrioulttara, 

Statistica, Anno XVII, Now 2, 8. Bologna: 
Tnatituto di Stativtioa delle Univ, di Bologna, 

Studi Heonomie’, Anno NAL, Nos 24. Napoli: 
Univ, di Napoli, 


aria, Vol, XII, No. 
azional di Economia 


Nog 

Norges Bank Bulletin. Vou XXVIU, Nos 

2, & Osta: Bank of Norway, 
Relgique 

Annales de Sedences Heonomiques aeehaute 
18 Annde, Not Qed, ee 1 te des 
Solenoes Koonomiques Apptiquées, 

Bulletin d'taformanion " Documentation, XXX 
Time, annde, Vol, No, §@, NAAIwe, 
année Vol It, Nos ita. Mranelleas Banque 
National de Tolgique, 

Bulletin de Ptastitul de Resoherches Beone- 
migues ef Sedale, AAU annde, Nos 4-7, 
Louvainy tnatitue de Recherohes Keone. 
Fo jor of Bocialos Go Universite Catholique 

OUWAL, 
pale 
de Keonomicos, Vol. XU, 


Kytudios 
Noa, 40, 44, Rilbaot Assoolacion de Licenclados 
ot Clonelaa Koananie, 


Revista de la Universidad de Madrid, Vol. 
1. Nos, 1-4, Vol. II, Nos. 5-8, Vol. III, 
Nos. 9-12, Vol. IV, Nos. 13-15, Vol. V, 
No. 7. Madrid: Ministerio de Educacion 


Nacional, Servicio Nacional de Lecturas. 
Sweden 
Sociola Melddenanden, 1957. 4-9. Uppsala: 
Kungl. Universitetet i Uppsala. 


Switzerland 
Kyklos, Vol. X, Fasc. 1-3. Bern: A. Francke 
AG. 


Monatsbericht, 32 Jrg. Nos. 5-10. Zurich: 


Schweizerische Nationalbank. 


Books and 


Portugal 
Centro de Estudos Economicos Revist, Nos 18, 
19, Lisbon: Instituto Nacional de Estatistica. 
Rivista de Economia, Vol. X, Fasciculo 1. 2. 
Lisbao: Lisbao Eurico Colares Vieira. 
Denmark 
Nationalokonomisk Tidsskvift, 95 Bd. Hefte 
3, 4. Kgbenhavn: Gyldendalske Boghandel. 
Finland 
Ekonomiska Samfundets Tidskrift, Argang 10, 
Nos 2, 3. Helsingfors: Ekonomiska Sam- 
fundet. 


Pamphlets 


Associazione fra le Societa Italiane per Azioni. 
La Distinzione fra Imposte Dirette e Indirette. 
Roma: 1957. Pp. 215. 

Banco de Guatemala. Banco de Guatemala 
(Memoria anual y Estudio Economico 1955). 
Guatemala: 1956. Pp. 228. 

The Same. Historia Numismética de Guate- 
mala, Guatemala: 1975. Pp. 270. 

The Same. Banco de Guatemala (Memoria 
Anual 1952). Guatemala: 1957. Pp. 336. 
Committee for Economic Development. An- 
nual Report 1956. N. Y.: 1957. Pp. 37. 
The Same. Needed: A New Foreign Aid 

Policy, N. Yo: 19975 Pp. 28. 
The Same. Annual Report 1956. N. Y.: 1957. 


Pp, 59: 
Dominion Bureau of Statistics. National 
Accounts Income and Expenditure-Third 


Quarter 1956. Ottawa: 1956. Pp. 16. 

The Same. National Accounts Income and 
Expenditure-First Quarter 1957. Ottawa: 
NOS 7 DLO. 

The Dpt. of Statistics. Supplement to August 
1957 Issue of Monthly Abstract of Statistics. 
Wellington: 1957. Pp. 7. 

V. M. Dandekar. Use of Food Surpluses for 


Economic Development. Poona: 1956. Pp. 
153. 
Stephen Frowen (ed.). Economic Issues— 


A Financial and Economic Debate in the 
Critical Years, 1954-57—. 1957. Pp. 231. 

Hochschule fiir Verwaltungswissenschaften. 
Bericht iiber den 24 Staatswissenschaftlichen 
Fortbildungskursus der Hochschule fiir Ver- 
waltungswissenschaften Speyer vom 27-29. 
Miérz 1957. Speyer.: 1957. Pp 25. 

Institut fiir Wirtschaftswissenschaften bei der 
Deutschen Akademie der Wissenschaften zu 
Berlin. Probleme der politischen Okonomie. 
Berlin: 1957. Pp. 217. 


The Same. Wirtschaftswissenschaft (40 Jahre 
Sozialistische Okomonie). Berlin: 1957. Pp. 
160. 

International Labour Office. International 
Labour Review (Statistical Supplement). Mon- 
treal: 1956. Pp. 69. 

Istituto Centrale di Statistica. Appunti di 
Statistica Economica. Roma: 1957. Pp. 183. 

Johnn Wolfgang Goethe-Universitat in Mainz. 
Jahrbuch dey Vereinigung “Freunde der 
Universitit Mainz.’’ Mainz: 1957. Pp. 144. 

S.K.Muranjan. Reflections on Economic 
Growth and Progress. Poona: 1956. Pp. 
24. 

National Planning Association. United States 
Business Performance Aboad. Washington: 
1957. Pps Ls: 

Schweizerische Nationalbank. 
Nationalbank 1907-1957, Zurich: 
247. 

N. V. Sovani. A Re-survey (The Changing 
Pattern of Employment and Earnings). 
Poona: 1956. Pp. 555. 

Princeton Univ. Conference on NATO. NATO 
a Critical Appraisal. Princeton: 1957. Pp. 
107. 

Univ. of Kansas. School of Business. Kansas 
County Income Payment. Kansas City: 
1956. Pp. 82. 

Univ. of Nottingham, Dpt. of Agricultural 
Economics. The Use of Labour in Farm- 
scale Vegetable Production. Loughborough: 
1057p. lay. 

U. S. Treasury Dpt. Statistics of Income... 
1954, Individual Income Tax Returns. Wa- 
shington: 1957. Pp. 20. 

The Same. Farmers’ Cooperative Income Tax 
Returns for 1953. Washington: 1957. Pp. 
42. 


Schweizerische 
1957. Pp. 


Printed at the Sanseido Press, Kanda, Tokyo. 


eal 


THE ANNALS OF 
THE HITOTSUBASHI ACADEMY 


HITOTSUBASHI UNIVERSITY 
Kunitachi, Tokyo, Japan 


CONTENTS: OF VOL. Vil 
Vol. VII, No. 1—October 1956 


The Essential Features of Voluntary Salvage ...............00 Kotaro Fujimoto 
Seale See EL COMOMIC MVLAT » scones ones! cesacer rcs so sticoorseessscoeen Tatsunosuke Ueda 
mete Five Year Hconomic Platt im Japan ...........c..c0s.2se-ee Yuzo Yamada 
earomic Growth afd NetiCUltuTres c .......ccccccscsesesessscecnees Kazushi Ohkawa 


The Industrialization of Japan: 
RE MRECOC TM ICalTUNIALY SIG) ma dsedaes tatuau dares ssechscses«Setecsaace nese Ryuziro Isida 


Med alCome elena NIGITCLITe amie scsueceenutcrtt esceeasdsaayesssacecsses Kunitaka Negishi 


Vol. VII, No. 2—April 1957 


Prerequisites for Japanese Economy and Small;Medium 

ETC UIC BIR Alte ey eS Sauet ee teewslovEcy tee odiedindecs ccbosabeacddoek eases coe Tokutaro Yamanaka 
The Territorial Problems of the Peace Treaty with 

MiMciilenee ee kc astcttar cose ssceete devs sdataceddedoutastuomtteasvaesccawdesnddondn, Zengo Ohira 
rm Canitall PiumiShiMent, accoccscsssddiveses ces cde ces seme steecscee tes Tadashi Uematsu 
On Some Characteristics of Mass Entertainment in 

Romiekaporaty. ADAM ssn sorcccnedercckdozsecssceradsessehus iorasud (veut Hiroshi. Minami 
Accounting Principles underlying Net Worth Increasing 

MING OS Vageees ers cee e tier eo csetinediatncinieder cela ove sie depend alslevilepelnaadeneesinses esd Toshio lino 


61 
81 


91 


115 
125 


133 


144 


CONTENTS OF VOL. VIII 
Vol. VIII, No. 1—October 1957 


On Inherent Defect of the Subject-Matter Insured ............ Yoshisaku Kato 
On Biases of the Price-Detlatorgete..c.e.sesereesee eererte ee neseeeceeeee Ryotaro Iochi 
Changes Over Time of Production and Added Value ......... Isamu Yamada 
The Problem of Economic Backwardness and the History 

of Economie Developiientysieetes cee ceecer eee ee eee ees Yoichi Itagaki 
The Character of the Feudal Society in Japan .:).-ccc...s0rv eee Takeshi Toyoda 
Shosei-katags and Bnelhsheiigteraruce,, weeceteccveeseccmeteesenteneee Shunji Ebitke 


The Two Constructions: ‘‘ Accusative and Participle’’? and 


“Genitive and: Gerwndi? aecccccsccteraceee ceceectetee te eee Kikuo Yamakawa 


Vol. VIII, No. 2—April 1958 


Aspects of the Economic Growth of Japan 


Public Investment ini Postwariapaioie..cseeceetetsetceonaeree Chotaro Takahashi 
An Unrealized Plan: The Value-Added Tax in Japan...Motokazu Kimura 
Japanese Gains from Tirade, 1878-1932... J:.c11c.<.c0ne-sedevsesen Keinosuke Baba 


Japanese Foreign Trade and Economic Growth: 

With Special Reference to) the Terms of Tradesi-.1-......00 Kiyoshi Kojima 
The Employment Problem in Japan in Next 

Ten. ‘Yeatiass sesces treat. cx ac tae coserec ote tones ncaa eee een Tokijiro Minoguchi 
Labor’s Relative Share in the Japanese Manufacturing 


Industry. since sl OOO Wee eee eee co eee ee Mataji Umemura 


101 


113 


127 


143 


169 


176 


